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Cepek ee N DUM 


In Volume 11, February 17th, at page 1662, middle 
Of the page: substitute "merely trans- 
ports" in place of "may re-transport 
so that the sentence reads "I gather 
from these facts that S. and M. merely 


transports 


In Volume 11, February 17th, at page 1662, 7th line 
“Prom bottom: insert the word "which' 
between the words "Company" and "appar- 
ently" 


In Volume 11, February 17th, at page 1663, 6th line 
teem bettom: substitute “iT vAntioch 
is expected to cost" in place of "Antioch 
to the coast 


In Volume 12, February 18th, at page 1789, end line 
from bottom: substitute "and variable 


COSte  cnink you used the terms demand 
and commodity costs" in place of "in- 


wernabie gas... gas" 


{ 


FAS ies WMT 


RR eye oe 0 


et 
fF S02 


ae Al) 
a 
vey fi 
A) 
‘PF Ai 


i 


v 
ven die o 


Be SEM 2 eee, Cr. soca 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


ROYAL COMMISSION 
ON 


ENERGY 


Hearings held at Regina. 
commencing Monday, April 
Vos Soy et. 10.00) aim. 


PRESENT: 
Mew Hh. Berdam me M.G.., OC. “= Chairman 
Mr. J.L. Levesque -- Member 
Mew Oo Beitne. | -- Member 
Dr. R.D. Howland -- Member 
Mr. Led. Ladners QC. -~ Member 
Desi hati geuardy -- Member 


COMMISSION COUNSEL: 
Mion se Cb. al. Gi 


MrasMites*H. Patterson. 


Mr. J.F. Parkinson -- Secretary to the 
Commission. 
Major N. Latrance ~= (Assistant Secrevary 


to the Commission 


; ep © 
ras 
whe. Hire. 


<n 


7 oh (Ave5TwNOO. TANS ny 


mt 1 


Te oa rT Y > tae 
ia OTM a ~] 


+ S - cine eat ep egeelpeian-p 


es 
~. i j ‘ 
7 «% a > 
is 
5 * 
5 f a i : 
a ee SS epee ‘ ‘ a a | 
. 
wo 
1 ‘ 
* 4 4 
vA ' r 
4 - 
& 4 3 1 P 1 
Sa. I i 
' ‘ 
4 ‘eet > - eT i 
. . 
4 . n 
ede 
; 
q 


ANGUS, STONEHOUSE & CO. LTD, 
TORONTO, ONTARIO 


(11) 


APPEARANCES: 
Representing the Government of Saskatchewan: 


Hon. J.H. Brockelbank Minister of Mineral 


Resources. 
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the Government of 
Saskatchewan. 
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Tuesday, 
April 15, 1958. 


---On resuming at 10.00 a.m. 


---Mr. Commissioner Levesque was not present. 


MR, BROCKELBANK: Mr. Chairman, before we 
commence back with the brief again, I would like to 
make a suggestion or two. First, that we carry on 
through the rest of the brief but I regret very much 
that the general manager of the Saskatchewan Power 
Corporation has not been present yet but ne will be 
back in the city tnis afternoon; he will be here 
tomorrow. In going tnrough the rest of the brief, if 
we come on questions. wnich he is particularly fitted 
to deal with, I wonder if we could store them up aad 
nave nim in at some time before you leave aad go 
over these questions and maybe some other matters 
might arise. Mr. Brown, the Chairman of the Board of 
Directors of the Power Corporation and Minister in 
Charge has been witn the Corporation for a comparatively 
Short time and, in any case, there are many technical 
questions in regard to rates and prices and so forth 
which the general manger, who is a very well qualified 
and well experienced engineer could answer much better. 

The other request I would make wouid be that 
Wwnen we come to the end of our brief that I might be 
diowed to summarize quite briefly. I feel my responsi- 
bility rather oeavily. I am not used to quite so much 
responsibility and not only am I interested from the 


angle of my Department of Mineral Resources, but also 
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I have recent.y been put as a Director on the Board 

of the Saskatchewan Power Corporation and the fact 
that the Premier aad Senior Minister are absent, IL 
must acceot some responsibility for the government 
point of view. Therefore, I would like that privilege 
of making a short summary when we come to.the end of 
our brief. 

THE CHAIRMAN: Certainly, Mr. Minister. 
Supposing we carry oa witn tne brief, as you suggest, 
and then, when questions are asked you or Mr. Brown 
just simply say wnether you prefer to nave those 
questions answered by Mr. Cass-Beggs. Is he going to 
be here tnrough toe rest of tne hearing: 

MR. BROWN: He will be back ia the city 
about 1.15 and couid be available for tne afternoon 
sitting. 

THE CHAIRMAN: Today? 

MR. BROWN: Yes. 

THE CHAIRMAN: Certainly we will, 
there is no question about that. I thiak yesterday 
we got as far as Rates to Consimers on page S23; perhaps 
you Will carry ons, will you. elir? 

MR. BROCKELBANK: Pardon .me, Mr. Chairman, 
and Mr. Browa, but someone asked some questions about 
Suiphnur yesverday aad we have a sneet nere wito the 
estimate of througnput aad production of the Steelman 
Gas Plant woicn gives, among other things. the sulphur 
production aad it might just be of interest to dis- 
tribute copies of this to the peopie concerned. 

THE CHAIRMAN: Could we put it in as an 
exhibit. Mr. Minister? 


MR. BROCKELBANK: Yes, certainiy it could 
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oO iy “YOu ilenovice, sohis.is “4 copy... rom. the 
submission to Oil aad Gas Conservation Board By 
Provo Gas Consumers Limited. May. .i95 fa 

MR. BROWN: Yesterfay afternoon, Mr. Chairman. 
there was a question about some typical contracts with 
producers. and itive one here in the Brock-Colville 
area and also one in the Many Islands field. I would 
be very happy to table these. 

THE CHAIRMAN: I think we will put them in 
as separate exhibits. 

MR. PATTERSON: Might we then enter the 
Estimate of Throughput and Production of Steeiman Gas 
Plant as’ Exhibit R-15-1. 
=~ HHL AY NO Bas Estimate of Througnput and 

Production of Steelman Gas 
Plant. 

MR. PATTERSON: A copy of the contract 
between Saskatchewan Power Corporation and Phillips 
Petroleum Gompany and other companies dated the 15th 
of November which is typical of contracts in the Brock- 
Colville area. 


=- EAT BO NO, R-15-e: Contract between Sastatchewan 
Power Corporation and Phillips 


Petroleum Company and other 
companies dated November 15. 
MR. PATTERSON: A copy of a contract. between 
Canadian Export Gas, Limited which was typical of con- 
tracts in the Hatton-Many Islands area as R-15-3. 
~--DATD LE NOs ono Contract between Canadian 
Export Gas, Limited typical 


of contracts of Hatton- 
Many Islands area. 


MR. BROWN: 8. Rates to Consumers 
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Gas rates are designed in such a manner as 
to allocate costs equitably by type of customer, and 
to provide for a small surplus whicn is plowed back 
into the expansion of the system. One of the important 
items of annual cost iS the depreciation of assets at 
the assumed life expectancy of thirty years. 

The net operating income of the Saskatchewan 
Power Conporation for the years 1955 to 1957 is shown 
below. The return ion Lavested capital varies siightly 
from year to year, barely exceeding the interest which 
the Corporation pays on borrowed capital (approximately 
4.50 - 4.75 per cent per annum). 

Table 21 


Percentage Return on Invested Capita of the 
Saskatcnewan Power Corporation Gas System 


Invested Percent 
Capital at Return 

Year Operating LIacome December 31 on Capital 
1955 $ 906,468 G7 30505 000 Beal 
1956 bP, 326, 327 Pi 50-000 4. 8 
1G LyO'75 5295 37,500,000 Da 


There have been two rate reductions since 
the inception of the natural gas distribution system. 
Tne first, in the spring of 1956, amounted to 5 per 
cent, and another in the fall of 1956 amounted to 10 
per cent. Cost of service per customer should diminish 
as customer saturation increases, thus enabling the 
Saskatchewan Power Corporation to make future reduc- 
tions in their rates. The possibility of future 
economies in an expanding gas system, nowever, must be 
weighed against the counter-balancing factors of con- 
tinually increasing costs of materials and construction, 


and the possibility of a higher supply price for gas 


to the Corporation. A more detailed discussion of 
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S.P.C, rates for natural gas is included in Appendix XI. 
9. Savings to Customers 

The savings accruing to Saskatchewan custo- 
mers through use of natural gas instead of competitive 


fuels are approximately as follows: 


Domestic Commercial 
OzL 20 - 40% 25 - 45% 
Coal 30 - 50% 20 - 404% 


This saving is based on the cost of provid- 
ing the equivalent degrees of heat. The saving is due 
partly to use of more efficient heating equipment 
and partly to comparative cost per B.T.U. It will be 
noticed that in the domestic field, a greater per- 
centage saving is achieved by switching from coal to 
gas than switching from oil to gas, while the reverse 
is true in the commercial field. This apparent 
anomaly results from the greater age and inefficiency 


of domestic coal heating units. 


Cr FORECAST OF DEVELOPMENT, 1958 - 1985 
dics Estimate of Customers 


In order to estimatethe future load on the 
provincial gas system, the number of customers and 
their consumption was projected for each year to 1985. 
The basis on which the number of future domestic 
customers was forecast, is the likely number of house- 


nolds or dwelling units in urban communities in future 


years. Two conditions were assumed in arriving at a 
growth rate factor: first, that the movement from 
rural areas to urban centres will continue, and second, 
that the number of households well increase slightly 
faster than population because of continued improvement 


in living standards resulting in fewer persons per 
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dwelling unit. Estimates of future numbers of house- 
nolds were calculated at different rates of growth: 
for cities 4%, for greater towns 3%, and for all 
smaller towns and villages combined 2%. 

To arrive at the oumber of residential cus- 
tomers connected at the end of each year, the satura- 
tion percentage previously quoted was applied to the 
number of dwelling units in each community group and 
projected. On this basis the saturation level was 
estimated to be 75 per cent in the tenth year, and 
85 per cent in the 30th year. 

The number of commercial customers was based 
on a ratio of commercial to residential customers, 

This was obtained from a Saskatchewan Power Corporation 
sample of serviced communities. Industrial customers 
were enumerated as a constant percentage of total 
customers. The total number of all gas customers for 
different years was estimated to be 99,900 by 1965, 
1745500 by 1975, and 261,000 by 1985. 

ee Estimated Consumption at Peak Demand 

The annual gas consumption related to size 
of centers and classes of customers was estimated on 
the basis of Saskatchewan Power Corporation experience 
regarding the average level of the present consumption, 
Estimates of the total annual consumption, the daily 
peak demand and the cumulative total consumption for the 
years 1965, 1975 and 1985 at 50 cper cent load factor 


are as follows: 
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Teulexee 
Cumulative Total 
Annual Daily Peak Consumption from 
Year Consumption Demand 1956 
MMMCF MMCF MMMC EF 
1965 43 ew 265 
eo(> Tt 420 874 
1985 124 679 1,886 


The above totals provide for moderate use of natural 
gas in generating plants. It is estimated that power 
generation will account for 50 per cent of industrial 
consumption in the immediate future, levelling off 
to some 30 per cent by 1985. Approximately 400 MMMCF 
will be used for power generation in the entire period 
1956-1985. 
Be Provision of Future Gas Supply 

Earlier in this submission (Part I, Section 
C, Paragraph 4 and Appendix X) estimates were given 
of both proven and possible dry and oil field gas 
reserves in Saskatchewan. A summary of those estimates 
is repeated here for conventence. 


Table 23 


Present proven recoverable dry gas 591 billioa cud. 


Present proven recoverable oilfield gas 445 


Total 15036 ‘ Ee 


Possible additional recoverable dry gas 140 
Possible additional recoverable oil- 


field gas Le 700 c af 
Total 22376 !! 't Wt 


When these estimates of reserves are compared 
with the estimates of consumption given above, it is 
evident that the proven reserves fall far short of the 
amounts necessary to provide for consumption needs to 


1985. The extent of the deficiency is revealed in 


the following table. The total cumulative consumption 


—__—|| figure for 1985 has been increased from 1,886 MMCF 
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to aa even 2,000 MMMCF to allow for system losses of 
approximately six per cent. This comparison is based 
on the assumption of minimumuse of natural gas for 
secondary uses such as power consumption and industrial 


uses and on the minimum period of depreciation. 


Table 24 
30 year Cumulative Consumption 
inciading losses 2,000,000,000 MCF 
Proven Recoverable Reserves 1,036,000,000 MCR 
Deficiency 964,000,000 MCF 
Less: Alberta Supplies Secured by 
Agreement 223,000,000 MCF 
Deficiency 741,000,000 MCF 
Less: Power Generation 330,000,000 MCF* 
Deficiency 411,000,000 MCF 


* Represents 1/3 of Industrial Consumption and 11.5% 
of total requirements for power generation in 
the period of 1956 - 1985. 


It must be pointed ort, nowever, that 
the year 1905 represents the 30 year depreciation 


of only the origina. capital investment. 


It does not cover depreciation of capital additions 

to the system made after the first year. Therefore, 

in order fully to depreciate the system developed by 
1985 either no new customers may be added by the 

S.P.C. after 1970 or depreciation rates must be sub- 
stantially increased. Alternatively the mininum period 
over which the total system must operate in order to 
justify the 30 year depreciation figure must be in- 
creased to approximately 45 years, assuming that no 
increased loads are pernitted after the 30 year period. 
Consequently, the continued operation of the system 

for this additional fifteen year period will require 

an additional reserve of approximately 2 trillion 


cubic feet, or a total reserve of approximately four 
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trillion feet. 

The comparison of reserves and consumption 
given in the table above is furthermore based on 
proven recoverable reserves as well as a very minimum 
use of gas for power generation. If possible recover- 
able reserves, as indicated earlier in Part I of the 
submission are taken into account, if somewhat greater 
use ils made of gas for power generation and if the 
depreciation is calculated on the 45-year instead of 
the 30-year period, for the reasons indicated, the 


relationship reof reserves to consumption is as 


follows: 
Table 25 
45 year Cumulative Consumption 
including Losses 4,000,000,000 MCF 
Plus: Additional Power Generar. on 
tion Use 1,070,000,000 MCF * 
Total Requirements 5,070,000,000 MCF 
Less: Possible Recoverable ... > 
Reserves 2,876,000,000 MCF 
Total Deficiency 2,194,000,000 MCF 


* Represent additional 38.5 per cent of power 
generation in the Province. 


In view of the preceding evaluation it is 
understandable that tne Corporation will have to 
secure additional supplies of natural gas. MThere are 
several possibilities. 

The first is additional Saskatchewan dis- 
coveries of either dry gas or wet gas fields or olli= 
field gas gaps in Saskatchewan beyond anything that 
is now foreseen. Another is the obtaining of additional 
gas from interprovincial pipelines. This may depend 
on such things as wnether or not public reguiations 


of pipeline tariffs makes it economic, the rate at 
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which reserves are proven in Alberta and the size and 
location of possible storage fields. In view of the 
reserves now dedicated to TCPL, it apoears that the 
most likely way to obtain really significant quan- 
tities of gas would be a purchase arrangement with 

the Alberta Trunk Line to purchase and transmit it 

in Saskatenewan Power Corporation facilities. A 

remote possibility, which has yet to be proven feasible 
in an operation of the magnitude that would be 
required, is the gasification of some of the enormous 
lignite reserves in southern Saskatchewan, Another 
development which would help is any increase in peak 
Shaving equipment, which would prolong the period during 
which gas can be offered to consumers at a narked saving 
over other fuels. 

A, Estimate of Puture Capital Investment 

Within toe limits of present kaowledge, 

capital expenditure for future years for transmission, 
distribution and general outlay items have been 
estimated in the table below. It should be pointed 

out that the projections are made on the basis of 
present price levels and probably err on the con- 
servative side. Should the future cost of construction 
materials be higher than anticipated, both the cumu- 
lative total investmeat and the per customer cost must 


be revised upwards accordingly. 
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Table 26 


Cumulative Total Investment, 1965, 1975 and 1985 


General 
Administrative 
Transmission Distribution and other 
Year Facilities Facilities Capital 


1965 $38,400,000 $38,900, 000 $ 4,900,000 
1975 48,400,000 65,400, 000 8,700,000 
1985 50,000,000 105,300,000 14,000, 000 


Total Total Capital 
Capital per Customer 
1965 $ 82,200,000 poe4 
Whe 5) 1225500, 0008 (O02 
1985 169,300,000 603 


D. EXPORT OF NATURAL GAS FROM SASKATCHEWAN 

It is evident from the previous estimates 
that the demand for ».tural gas within Saskatchewan 
is likely to exceed the foreseeable supply by a 
considerable margin. There will, therefore, be a 
provincial market for all the gas that is apt to 
be discovered in the province and more. If anything 
Saskatchewan will be a net importer of natural gas, 
unless, of course, there should be discoveries 
of naturol gas beyond anything which has been con- 
temolated as possible in the calculation of the 
above estimates. 

In the period of five years from the first 
deliveries of gas to the City of Saskatoon, in the 
fall of 1953, to the fall of 1958, the Saskatchewan 
Power Corporation will heave constructed a grid cover- 
ing practically the whole of the Province of 
Seskatchewan. Relatively small extensions east of 


Regina and east of Prince Albert, 2nd a link between 
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the Northern and Southern Systems in 1959 will 
cirtually complete the grid. No sizeable amount 
of gas could be found within tie. £rovines, south 
of Latitude 54, that could not be economically 
transmitted to the Saskatchewan Power Corporation's 
grid. A study of the increasing load requirements 
for Saskatchewan further indicates that it is 
unlikely that such a source of gas would be found 
Without it being possible to utilize it within the 
Corporation's system. 

In the event that the total reserves of 
the Province are proven adequate for export, and 
on the assumption that the Corporation does not 
provide a suitable market by developing supplemen- 
tary uses, storage, or purchase of gas in the ground, 
the Corporation's gathering and transmission grid 
will form an admirable vehicle for handling all 
gas that may oe made available for export. 

Since the Cornoration's system is province-~ 
wide, and its need for gas purchases for the system 
are also province-wide, it does not appear likely that 
any single field would be dedicated in its entirety to ex 
port nor is there any probability that single fields 
will be so situated as to make this economically 
feasible. Therefore at such time as export is per- 
mitted, there would likely be a scheme for pror- 
ating export quantities among all gas producers in 
the Province, handled through the Corporation's 
facilities. The Corporation's system in Saskatchewan 
could function similarly to the Alberta Trunk System. 
Whether the Corporation would buy the gas and resell 
it for export or simply act as a gathering and trans- 


mitting agency would remain to be determined. It 
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is to be anticipated that the Saskatchewan Power 
Corporation will have ample capacity to handle export 
at least on an off-peak basis. Should export 

become feasible on such a scale that it could be 
contemplated at the times of peak load, the economics 


involved would presumably support the expansion of 
WieniacLL TE Les< 

Where it is eE€eonomically advantageous to 
do so, the Corporation would agree to make its 
facilities available for an exchange whereby gas 
from outside the Province, not normally dedicated 
to meeting S.P.C. requirements, would be brought 
into the system and in exchange an equivalent amount 
of gas would be released at a point convenient for 
export. 

The Corporation has, from time to time, 
endeavoured to negotiate for the purchase of gas 
gathered and delivered to a single point in a gas 
field but has failed to persuade the producer to 
undertake the gathering operation. As a result, 
the pattern is now established that the Corporation 
purchases gas at the wellhead and installs the gather- 
ing system and operates the system itself. 

While this is satisfactory as far as the 
Corporation is concerned, it must be recognized 
that the people of the Province have an important 
investment in gathering systems and transmission 
lines connecting, in certain cases, with only a 
single gas field. Their interest must be protected. 
To this end gas must be produced from any such field 


in such a way that the field gathering system and 


transmission line will remain in operation until 
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they are depreciated at the Corporation's standard 
thirty-year rate. Some fields may, of course, 
have to be depleted in a shorter time out in these 
cases the price paid for the gas should be such as 
to provide for higher depreciation rates on the 
gathering facilities, to make it equivalent to the 
standard rate of depletion. In any event, the 
rate of depletion and the rate of depreciation 
should be so related that the whole cost of the 
field gathering system and transmission lines may 
pe recovered from the sale of the total volume of 
gas which can be taken from the reserve. 

It may be argued by producers that a more 
rapid rate of depletion should be allowed in order 
that they can recover their costs of development. 
There appears to be comparatively little basis tO 
this argument. The Saskatchewan Power Corporation 
has hitherto offered a better wellhead price than 
has been available in Alberta and has provided an 
immense and increasing market for natural gas. This 
has proven a very effective incentive to producers 
to develop their reserves and there are no potential 
producers of any economic volume today without an 
adequate market in the Province. Moreover the 
dedication of reserves to our domestic load almost 
universally contemplates a thirty-year aepletion 
period. ‘hile contracts entered into by the Corpor- 
ation have, in general, been for twenty years, almost 
all producers would contemplate renewing them for 
a further ten years. 

Past experience would seem to indicate 


that the Corporation can offer a more aciuracrave 
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price for gas than can ve obtained in the export 
market, taking into account the costs of gathering, 
transmitting and compressing the comparatively 

small amounts of gas that would be exportable from 
any particular field. The gas should be retained to 
meet the long term needs of the people of Saskatchewan, 
but at the same time it is recognized that the int- 
erests of the producers, who have spent substantial 
Sums on finding gas, must be protected. If therefore, 
a case is made that the government's policy of con- 
serving the gas for use in the prpvince would create 
an inequitable situation with respect to producers, 
the Corporation would be prepared to negotiate for 
the purchase of reserves in the ground in'’order to 
provide the producers with a more rapid return and 
the Corporation with a more secure supply. 


E, REGULATION AND CONTROL OF INTER-PROVINCIAL GAS 
PIPE LINES 


Within tne province of Saskatchewan there 
is a regulatory body, the Local Government Board, 
competent to regulate both wellhead and retail prices 
for gas. There is no corresponding regulatory author- 
ity Tor, inter-provinezal lines. The. Board of Transport 
Commissioners, which is given authority under the 
Pipe Lines Act to declare inter-provincial oil pipe 
lines common carriers and to regulate their tariffs, 
is given neither power with respect to inter- 
provincial gas pipe lines. An examination of the 
experience of the Saskatchewan Power Corporation in 
negotiating with Trans-Canada Pipe Lines Limited, 
and of Trans-Canada's rate structure, suggests the need 


for such federal control and regulation. 
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in en earlier -séetion of this part of sche 
submission (Section A, 3) reference was made to the 
fact that when the Saskatchewan Power Corporation 
negotiated with Trans-Canada Pipe Lines for the 
purchase of gas,-1% was found that the latter's 
rates were so high that'it was more economic for 
Une Corporation to build and operate its own trans- 
iission facilities from the Hatton-Many Islands- 
Medicine Hat area, in spite of the fact that these 
facilities would suostantially parallel the Trans- 
Canada line. The most favourable terms offered by 
Trans-Canada were not competitive with the altern- 
ative of building 251 miles of 14 and 12 inch pipe 
line to bring gas from this field to Moose Jaw 
and Regina. 

THiS Gupsicatvion of transis sien @iane 
facilities in the southern part of Saskatchewan 
was economically sound from the point of view of 
the Saskatchewan Power Corporation. From the national 
point of view, however, it might be argued that 
this construction of parallel pipe lines represents 
a loss to the Canadian economy as a whole. Had 
the’ S.P.C, transmission line not proven necessary 
because of Trans-Canada's discriminatory rate policy, 
the canital investment involved might have found 
alternative use in developing other Canadian re- 
sources. 

The published rate schedules of Trans-Canada 
Pipe Lines indicate very clearly the marked discrimin- 
ation in rates against the prairie region which resul- 


ted in the avove situation. 
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TauLe e/ 


Trans-Canada Rate Schedules by Zones 


50% Load Factor 75% Load Factor 


Demana Commodity Demana Commodity 


ZONE Charge Charge Charge Charge 
(per MCF/month) (per MCF/Month) 
Saskatchewan ¥$ 1.00 19.5¢ p 1.00 13.0¢ 
Manitoba 1.90 Cleo 1.90 20,0 
Western 2.90 elas 2.90 25.0 
Northern 4,10 Sa 4.10 29.5 
Central 4.40 Tapes 4,40 3020 
Eastern ByYOS seks Maw 30.0 


90% Load Factor 
Demand Commodity 


Charge Charge 
(per MCF/nonth ) 


Saskatchewan $ 1.00 L7..5¢ 
Manitova 1.90 to. 
Western 2.90 2 au 
Northern 4,10 SFOS 
Central 4.40 28.0 
Eastern 5.05 28.0 


source: Trans-Canada Submission to Saskatchewan 
Power Corporation, March 21st, 1957. 


Table 28 


Assessment of Trans-Canada Gas Pipe Incremental 
Transportation Charges by Zones 


Charges per million BTU per 100 mi. 


Load . Distance 50% Load 75% Load 90% Load 
Centres Miles)3 Factor Factor Factor 
Fort ~ s 

William 455 2.04¢ 2.14¢ 1.97¢ 
Winnipeg Staie CroL 1207 LOG 
Sudbury She 2.24 Roan Oe 1.61 
Toronto 250 0.95 G70 0.62 
Montreal Sas Viert. 0.85 O sofa 


1/ Derived from a comparison of rates applicable to 
neighbouring zone centres. 

2/ No zone price is of course quoted for Alberta. 
Regina, Winnipeg, Fort William, Sudvury, Toronto, 
and Montreal are taken as load centres of the zones. 

3/ Distances quoted relate to the distance from the 
preceding load centres, with .innipeg having 
Regina as a base point of comparison. 

These are railway distances and may therefore 
differ slightly from actual pipeline distances. 
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Table 29 


Assessment of Trans-Canada Gas Pipe Transportation 
Charges for Various Load Centres from Base Point-Regina 


Distance Charges per million BTU per 100 mi. 


Load from 50% Load 75% Load 90% Load 
Centre Regina Factor Factor Factor 
Winnipeg 355 2.5k¢ 1.67¢ LOTTE 
Fort 

William 193 2.58 LOS a a 
Sudbury 1,345 2.44 iss Ue 
Toronto 1,605 2.oU lteys) Vs 
Montreal 1,940 2.04 bess Las 


While in the western section the transpor- 
tation price per MCF on 50% load factor, from Regina 

to Sudbury is 2.44¢ per 100 miles, in the eastern 
section the price per 100 miles from Sudbury to 
Montreal averages 1.13¢. In other words the trans- 
mission charzes in the prairie region are more than 
double those in the eastern region. This discrimin- 
ation is even more striking when consideration 1s 

given to the larger diameter of pipe in use on the 
prairies. 

It is considered essential that a federal 
system of rate control be established for the inter- 
provincial pipe line, this function to be exercised 

by an appropriate agency such as the Board of Transport 
Commissioners. 

Since the Trans-Canada Pipe Line passes 
through provinces which are both producers and users 

of natural gas it is important that it should operate 
as a common carrier within those provinces. It is also 
desirable that it should operate throughout the system 
as a common carrier. The cost could then be established 
of moving a unit of gas through a unit of distance in 


the then existing facilities and this cost could be 
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a basis’ for ali rates established. 

Abundant arguments exist that Trans-Canada 
Pipe Lines should be 4 publicly+owned utility. of 
primary interest both to producers and to consumers of 
gas is the fact that a publicly-owned pipeline can be 
operated with greater economy. It is established 
by the experience of organizations such as the 
Ontario Hydro-Electric ,Power Commission and the var- 
fous other provincially-owned utilities including 
the Saskatchewan Power Corporation, which distribute 
electricity and gas, that publicly-owned utilities, 
Opera tang Om an at cost basis, provide. signifi- 
cantly lower operating cost than privately-owned 
uUvtitates “hThese Wower operating costs arise. not 
only through the substitution of zgovernment-backed 
fined interest bonds for relatively high dividend 

risk" capital but also through the acceptance of 
lower depreciation rates and in some cases exen. 
ption from income tax. These factors could amount to 
a very considerable reduction in the cost of trans- 
mitting @ unit of gas from Alberta to eastern Canada. 
Public ownership would provide a vetter guarantee of 
stable or increasing prices to gas-oroducers, a 
lower price to consumers, and an increasing market 
for gas that would react again to the advantage of 
producers. 

In a puslicly-owned inter-provincial pipe 
line it would appear to be possible to separate the 
functions of buying and selling gas from the functions 
of transporting gas. The pipe line (pubdlicly-owned 
and established as a common carrier with its rates 


subject to federal control) would convey gas from 
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any producer to any market. The buying and selling 
function then would be conducted directly between 
the distributing utility and the gas producer, and 
the cost of transportation would be known to both. 

Since the control of natural resources to 
be handled by such a common carrier is vested in 
the provinces there is a strong argument for the 
participation of provinces as shareholders holding 
equity capital in such a publicly-owned gas trans- 
porting utility. It would, no doubt, need the fin- 
ancial help of the Federal Government, perhaps as 
bond holder. 

While an inter-provincial body might con- 
trol and operate the inter-provincial pipe line, 
presumably with each province accepting responsib- 
ility for the physical operation of the portion 
within its borders, (generally Speaking, at low 
cost since each province would have available 
utilities of which it could contract for the per- 
formance of those necessary functions), the federal 
government would retain a control of rates through 
the Board of Transport Commissioners or other suit- 
able rate control authority. It may be noted that 
the provision of long-distance telephone and micro- 
wave service across Canada is organized on a basis 
not dissimilar to that suggested here. 

THE CHAIRMAN: Thank you very much, sir. 
There is a lot of material there and food for thought. 

MR. BROWN: Yes. 

THE CHAIRMAN: You compare the public 


ownership of Trans-Canada or a pipeline with a tele- 


phone or micro-wave. You speak of no taxation and 
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that sory, of thing Do®tyour think iterisireally com- 
parable? Your gas pipeline does not go from 
Vancouver to Halifax. There are other provinces 
that would be interested I am sure in exemption 
from tax and ownership vy the Provinces through 
which the pipeline goes. Does it really seem prac- 
tical to you? 

MR. BROWN: ‘There is some similarity be- 
tween the operation, I think particularly of the 
micro-wave system and the telephone system where 
they have an organization in which each Province 
participates. I think there are certain advantages 
accruing from that sort of arrangement which might 
be adaptable to the situation of an inter-provincial 
pipeline. 

MR. BROCKELBANK: Mr. Chairman, on the 
qiestion of taxation which you raised just now, 
even in the telephone set-up there is not equity 
across Canada because in some Provinces they do 
have privately-owned Telephone Companies, which 
Day jdNCOMe = tak wou 2o 2S. a privilece of every 
Province as an emanation of the Crown to be exempt 
from taxation. Of course, we can exercise no com- 
pulsion on any Province to take advantage of that 
if they don't want. This question of taxation is 
definitely a right and privilege to which any Province 
is CntLoLed. 

THE CHAIRMAN: You speak also of the rate 
structure -- 

MR. COMMISSIONER LADNER: Mr. Minister, 
on the question of taxation as a vody responsible 


for Canada at large, say in the provinces, to what 
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extent do you think the Crown Corporations or 
Institutions should take advantage of tax exemptions? 
If all economic activities emanated from the Crown, 


let us say in the right of the Province, then they 
would not be exempt from taxation, income tax as I 
refer to it. The problem would then result what 
would the Federal Government do for revenues? 
Sooner or later the expense of taxation has to fall 


upon the people and upon the producer. 
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MR. BROCKELBANK: Mr. Chairman, in the first 
place I would consider the question to be purely hypo- 
theticalpat. this hsvage; (but [LT would -point sout ‘that if 
this happened it could very well result in greatly 
increased personal incomes, which could very easily 
take up any slack that would be found. 

MR. COMMISSIONER LADNER: You think that 
would be better? 

MR. BROCKELBANK: Well, I am interested in 
personal living standards of the people of Canada and 
if there is a device, and I think, for example, our 
Saskatchewan Power Corporation has made a contribution 
to the personal »incomes. of the people of this Province 
I wash) y— of Mor wip.scacsh: in delnd. fom sure... soithat 
their standard has improved, and when you improve the 
standards of living of people, you improve their in- 
comes and you have a taxation field there. 

We do not need to kid ourselves into thinking 
that the corporation tax paid by a corporation does not 
represent wealth that is created generally by the 


people of Canada. 


MR. COMMISSIONER LADNER: Well, Mr. Minister, 


do you not say that the taxation paid by corporations 
is an indirect way of taxation on the individuals, 
because the individuals own the corporation, so you 
ultimately come back down to the individual and his 
productive capacity. 

MR. BROCKELBANK: Yes, site Se case ser, 
productive capacity, and that is a point I was try- 
ing to make, that the people in Canada who, in 
various activities, create the wealth, the gross 


national production, are still the people who make 
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possible the paying of corporation income tax as well 
as personal income tax, so I do not think any fear in 
that respect with regard to tax sources is well 
founded. It is perfectly legitimate, of course, for 

a Crown corporation to make a profit which would pay 
the people of that community for their venture in going 
into that business. 

THE CHAIRMAN: Well, I think the question 
of taxation is one of the few things omitted from the 
Terms of Reference of the Commission. 

MR, BROCKELBANK: It is interesting. 

THE CHAIRMAN: TL agrees 

Mr. Minister, I suppose if you followed the 
reasomingilim Gielilapceri part, of thisybrief. vo gts ogi - 
cal conclusion and had a regulatory authority which 
established a fair and proper rate base for an inter- 
provincial gas line and a fair and reasonable rate of 
return on that rate base, that you would still be 
against export because the rate base would be so high, 
having regard to the increase in the cost of gas to 
that company due to export, that you would still be 
against buying from it, is that right? 

MR. BROWN: I think that would: becorrecr. 

THE CHAIRMAN: In other words, does not 
following your brief through mean, from a practical 
point of view, that Saskatchewan has no contempla- 
tion whatsoever in purchasing gas from the Trans- 
Canada Pipe Lines? 

MR. BROWN: Weldgethatris not quite tor- 
rect. We already do purchase gas from Trans-Canada 
Pipe Lines. 


THE CHAIRMAN: From Trans-Canada? 
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MR. BROWN: Yes. We have a contract with 
them at the present time. 

MR, BROCKELBANK : Theve Ls ne deunu, Mr. 
Chairman, that where consumption grows and our rate of 
discovery and development does not exceed our moderate 
estimate of possibilities, we will have to purchase 
more. 

THE CHAIRMAN: And you will have to pay a 
nagner price, and you can expect to pay a higher price 
than you would pay to your own producers and bring it 
through the Saskatchewan Power Corporation's lines, 
am I not correct, because the price at the wellhead of 
the gas which Trans-Canada is going to have to purchase 
will be substantially higher, as I understand it, than 
what Saskatchewan Power Corporation is paying to the 
producer at the wellhead in the Province of Saskat- 
chewan and you have the additional transportation charge 
and, presumably, a higher return on the rate base than 
the 4 1/2 per cent return which is on a no-profit basis, 
really, which you allow in your rates for Saskatchewan 
Power Corporation, so you are going to have to buy 
gas, if you need 1G, ‘avae higher rave. 

MR. BROCKELBANK: Well, that 1s one: or 
the things we are afraid of. 

MR. BROWN: That is a problem we are faced 
with. 


MR. BROCKELBANK: T do not think we 


should just assume that the wellhead price for gas 
which goes into the Trans-Canada pipelines will be 
higher than the wellhead price paid in Saskatchewan, 


and that is one of the questions I would like Mr. 


Cass-Beggs to deal with, all those questions of 


aye 
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Drices.. 

THE CHAIRMAN: My recollection of the 
price schedule that Leen before us in Calgary by 
Trans-Canada was that they had to revise their prices 
and revise their schedules, and I think this was the 
third schedule, and is it not 14¢? 

MR. COMMISSIONER HARDY: No.» It was 
Alberta and Southern which started at 14d, sir. It was 
impressed upon us at Calgary that Trans-Canada was no 
longer able to purchase gas at 10¢ on .a 90 per cent 
Load Lacior. 

I cannot understand something there. There 
seems to be a discrepancy between the information which 
we were given in Calgary and the statement on page 89 
tnat your wellhead price in Saskatchewan is higher than 
that being paid in Alberta, but that would be no doubt 
One Olbune things we could clear up tomorrow. 

MR. BROWN: That is a situation, quite 
frankly, that we are not too familiar with, as to exact- 
ly what the situation is in Alberta with respect to 
pruces by Trans-Canada. We héar there are some. up- 
ward revisions in price and it may be that this sub- 
mission now no longer holds; but I would not be pre= 
pared to say until we had further information on 
exactly what was being paid. 

MR. COMMISSIONER HARDY: i think jour 


figure of 14d is perhaps the rate that gas is being 


signed up for in Alberta right now for export supply. 
THE CHAIRMAN: Yes... My recollection 2s 


that, Trans-Canada, in its schedules, was coming up 
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MR, PATTERSON: Mr. Chairman, on that 
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particular point, the difference that exists between 
those two rates is, to some extent, made up by the fact 
that Saskatchewan Power Corporation puts in its own 
gathering and processing, which adds something to the 
cost of gas to them, and Alberta and Southern and 
Trans-Canada, in that case the gas is cleaned, pro- 
cessed and gathered, and perhaps Mr. Cass-Beggs 

could give us an idea as to the figure on gathering 
and processing, which may be 3¢ to 4¢, so perhaps 
there may not be, perhaps, too much of a spread. 

MR. BROCKELBANK: Mr. Patterson, the prices 
quoted in Alberta are not wellhead prices? 

MR. PATTERSON: No. 

MR. COMMISSIONER HARDY: Do you not make a 
rebate or is there not a cut-back on this 10¢ price 
for the cost of cleaning the gas? 

MR. BROWN: I did not quite get that. 

MR. COMMISSIONER HARDY: Do you not make a 
charge which constitutes a reduction on this 10¢ rate 
if you are required to clean up the gas that you buy? 

MR. BROWN: No. 

MR. COMMISSIONER HARDY: That Benet eor- 
rect? 

MR, BROWN: Noe Correcu. 

MR. BROCKELBANK: Mr. Chairman, on this 
same question of possible prices we might have to pay 
for gas, I would like to emphasize the importance of 
equitable rates for transportation OP ees, neuo tS 
demonstrated in these Tables, Table 27, 28 and 29, 
and, as I have intimated before, we feel, in Western 
Canada, a bit sensitive about transportation rates 


of various kinds, including freight rates, and we 
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see here a possibility of getting some more of the same 
medicine. 

THE CHAIRMAN: Well, Let us put it) enother 
way: if you have a regulatory authority and the rate 
base is determined and a fair return on that rate base 
is permitted, and the tariffs are filed and approved, 
surely then, as @ province, you would not object to 
the rate being charged, would you? 

MR. BROCKELBANK: Not -1f° 1 se faipily based, 
pul “vou suse cannov-—— 1 cannot believe, ‘and IT do not 
think you ‘can believe, that the cost of transporting a 
unit of distance in Northern Ontario is lower than that 
same cost on the Prairies. 

THE CHAIRMAN: Well, I do not know. I am 
Hoc an expert, DUE ite certainly has been expressed that 
the longer the haul and the greater the volume and 
throughput, then the less gas in the end, at the far 
end; but I am not an expert about it. I have heard 
that. theory expressed. 

MR. BROCKELBANK: I think we have to recog- 
nize, Me. "Chairman, chet putting: oll or -gas into a 
line and taking it out, even if you only moved it 10 
feet, gives you an initial cost, and I think we have 
to recognize that; but I think these rates go beyond 
Theaveprincsp iS. 

MR. BROWN: if it is ofey With Ghe! Con- 
mission, Mr. Chairman, I would like to have this dis- 
cussed further at the time that Mr. Cass-Beggs, the 
general manager, is here. He has put a considerable 
amount of work on this and I think he can put up 
some pretty strong arguments against the viewpoint 


which you have just expressed. 
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THE CHAIRMAN: Pine... “From the pointe of 
view of the Commission, of course, we will express no 
view with respect to aan eae rates, in the 
absence of Trans-Canada. 

MR. BROWN: No. iI mean with regard to the 
general question. 

MR. COMMISSIONER BRITNELL: Mr. Chairman, 
reverting again, for the moment, to a comparison of 


Saskatchewan wellhead prices and Alberta wellhead prices 
do I understand thac at the present time the Saskat- 
chewan Power Corporation is buying some gas in the 
Province of Alberta on a wellhead basis? 

MR. BROWN: We are not actually drawing 
any from Alberta at the present time. We are paying 
for our gas under our contract with the Hatton- 

Many Island-Medicine Hat field. 

MR. COMMISSIONER BRITNELL: I was wondering 
if any of Lhap Peat ee the Hatton-Many Island-Medicine 
Hat field was based on contracts with producers of gas 
or whether it was part of the general field that over- 
lapped the border. 

MR. BROWN: Me conpracts ere eimatar- on 
both the Alberta and Saskatchewan side, with the pro- 
GuCcers ; 

MR. COMMISSIONER BRITNELL: And in no 
case are they higher than the 10¢ wellhead price? 

MR. BROWN: 10¢ for the first two years. 

MR. COMMISSIONER BRITNELL: Then there 
is an escalation clause? 

MR. BROWN: Renegotiation after that. 

There is no fixed escalation clause. 


MR. COMMISSIONER BRITNELL: With respect 
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to the last point in that paragraph: 
"While contracts entered into by the Corpora- 
tion have, in general, been for 20 years, almost 
all producers would contemplate renewing them 


over a further 10 years." 
Would that contemplate renewing them on a 10¢ wellhead 
price with an escalator clause or for renegotiation at 
a higher rate? 

MR. BROWN: To be renegotiated after 20 
years. 

MR. PATTERSON: Would you mind turning to 
page 85 for a moment, Table 24. In the 30-year consump- 
tion, you start out with the figures and down after you 
have reached the point where you say, "less Alberta 


supplies as secured by agreement," 


then you find a de- 
ficiency of 741 million MCF and then you deduct power 
generatton. I am somewhat puzzled as to that. Why is 
the power generation deducted and not added? 

MR. BROWN: Well, we had the power genera- 
Clon VamOunG lit ue 2 minnon Up ac the top here. 


MR. PATTERSON: And because this table 


represents a 45-year period, you are taking out one- 


MR, BROWN: Noy Chis #8 a 50-year verso, 
We are just bringing it down to the minimum deficiency, 
if no gas was used for power whatsoever. 

MR. PATTERSON: Tnank you. I was noo 
sure I followed that. 

We had some statements in regard to the 
possible rise in cost to consumers of gas in Alberta, 
and while.we have your Appendix 11, I wonder if 


you could give us the average cost of a year's heating 
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bill in, say, Regina or Saskatoon? 

MR. BROWN: Regina, for space heating, 
water heating and so on, averages about $145. 

MR, PATTERSON: And that is approximately 
twice the Alberta cost, is that your understanding of 
1G? 

MR. BROWN: The Edmonton rate. 

MR. PATTERSON: And have you, in regard to 
your pipeline operations, for our use and comparative 
purposes, costs per MCF mile? 

MR. BROWN: We do not have that available 
right now but we could probably have it worked out 
FOr yOu. 

MR. PATTERSON: Thani vOUs Mkt “yout WOU 
g¥would appreciate it. 

techie wes Ls all untilochis arverncon, 
Mr. Chairman. It might be a convenient time to break 
for a moment, unless there are further matters to be 
cleared up. 

THE CHAIRMAN: Do you want to make your 
statement this morning or after Mr. Cass-Beggs? How 
do you wish to handle that, Mr. Brockelbank? 

MR. BROCKELBANK: I think it would be 
best, probably, to leave it until after he speaks, 
because otherwise he may be saying the same thing Il 
am trying to say, only saying it much better, 

THE CHAIRMAN: You are being modest. 

MR. BROWN: Thre va not anvoctaston fer 
Mr. Cass-Beggs to make a speech. teas an oppor 
tunity for the Commission to question him. 

MR. BROCKELBANK: Well, he will deal, 


undoubtedly, with some of these points and it would 
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pe Hoolmien for me mo tiny to go into a lot of detail on 
them before we have them here, so I think I will be 
glad to postpone my few ener ise 

THE CHAIRMAN: All right, sir. Then suppose 
we adjourn the further hearing of the Government's 
brief until Thiererternoon’ or possibly 

MR. BROCKELBANK: Whenever you call us. 

THE CHAIRMAN: Well, which would suit your 
convenience? Would it suit your convenience to have it 
this afternoon or tomorrow? 

MR. BROCKELBANK: Me. Chairman, —E thank we 
had better take into consideration the other people who 
are making representations, too. It may not be con- 
venient for other people to interrupt their presenta- 
tions. 

THE CHAIRMAN: Phat LS Pichi. Suet me pus 
it another way: does it make any difference to you 
men whether you go on this afternoon or tomorrow morning? 

MR. BROWN: Nov va bic. tr... Chairman, 

THE CHAIRMAN: Then I would think that we 
would be wiser to adjourn the further hearing of the 
Government's brief until tomorrow morning. 

MR. BROCKELBANK: Very good. 

THE CHAIRMAN: And we can have a ten- 
minute break and we can go on with the -- no, we do 
not want a ten-minute break at the moment. The ae Saree 
Mr. Parkinson, representatives of the Canadian Petro- 
leum Association are anxious to make some submission 
to us about regulation or something. 

MR. PARKINSON: I think it is more a 
mavter of eserves. 


THE CHAIRMAN: T wonder if they are 
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prepared to go on now? 


MR. MacPHERSON: 


now. 


THE CHAIRMAN: 


MR. MacPHERSON: 


THE CHAIRMAN: 


We: are- prepared to go on 


Will it take very Long? 
No, ict Will be “short:. 


Well, let us do that now, 


before we break for ten minutes. 
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pubmission of 


THE CANADIAN PETROLEUM ASSOCIATION 


APPEARANCES: 


Mr, M A. MacPherson - representing the Associa- 
CLO» 


MR. MacPHERSON: Mr. Chairman, the Canadian 
Pevrolveum Association Piled, in Calgary, a very exhaus- 
tive brief. 

THE CHAIRMAN: Yes. 

MR. MacPHERSON : They covered the whole situ- 
ation in the Province of Saskatchewan as well as the 
Peovince of ALOerta in the matter of exploration, in 
Che wmerver ‘or uevyeropmenc, if the mavcer of investment, 
in the™matter of reserves. 

Now, that submission covered the situation 
in the Province of Saskatchewan as well as the Province 
of Alberta, so there is no need to file another sub- 
mission now. 

There is some difference in computation of 
reserves between the Government figures as given 
yesterday and the figures as given by the Canadian 
Petroleum assoczacion and, in tha, connection, tnere 
is a statement I would like to read and then, if the 
Commission wish to ask any questions, we have wit- 
nesses here who can answer, and I will simply read 
this statement: 

"Statement of the Canadian Petroleum Associa- 
tion with respect to Oil Reserves Estimate 


Figures by the D.M.R. and C.P.A. to the Bor- 
den Royal Commission on Energy. 
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Both the Department of Mineral Resources 
and the Canadian Petroleum Association are aware 
that differences exist in their respective esti- 
mates of reserves of crude oil in Saskatchewan 
and they have met and discussed these differences. 

It was found “hat the areas designated by 
bie C.F wh. @5.areas) Nos. 2, 5 and-6 are the 
ones in which the major differences occur. The 
pools which lie within areas Nos. 5 and 6 are 
relatively new and very limited production 
history On trem is available. Consequently, dir- 
ferences exist in the respective assessments of 
proven productive acreage, effective pay thick- 
nesses, individual well characteristics and 
potential productiveness. Because the differences 
lie in the interpretation of available data, they 
are difficult to resolve. No doubt, after further 
development and with more field history available, 
subsequent reserve estimates will be more readily 
reconcileable, 

Both the Department of Mineral Resources 
and the Canadian P:troleum Association are 
satisfied that they have made the best estimates 
possible from the data available to them, and 
while both understand the reasons for the dif- 
ferences, neither would feel justified in 
changing its estimates at the present CAME s 

Now, our witnesses are here and if tnere 2re-any 
questions that counsel or the Commission wish to ask 
of them, they would be glad to answer; otherwise, 
there is nothing to add to the brief as filed in 


Calgary. 
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THE CHAIRMAN: Thank you very much, Mr. 
MacPherson. We did speak yesterday to Mr. Williams 
and got much the same exolanation. JI think there is 
no real difference in the record from the explanation 
which he orally gave to us yesterday afternoon and 
this submission; .and I doubt very mucn -- does any 


member of the Commission wish to ask anything? aes 


Patterson? 

MR. PATTERSON: No, thank you. 

THE CHAIRMAN: ido nov chank there are any 
questions. We are very grateful for you having taken 


the trouble to come up and give us this reconciliation, 
so to speak, of the differences; we appreciate Lo Very 
much. 

MR, MacPHERSON: if there are any ques- 
tions the Commission wish to direct to the Saskatche- 
wan section that they do not find covered in the brie? 
as it was filed, they would be glad to answer, and 
witnesses are here to answer. 

THe CHATRMAN: Thank vrou very much. 

Are there eny questions which you wish to 
direct to the witnesses of the Saskatchewan division 
of the Association, Mr. Patterson? 

MR. PATTERSON: Nothing so far, Mn. 
Cheirmen. but I expect if some matters should azise, 
there are further submissions on yvhich we might need 
their assistance and I understand they will he here. 

THR CHATRMAN: My understanding, Mr. 
MacPherson, is that some of these gentlemen, in any 
event, are going Gouve here throughout our hearings 
in Regina and, as questions may arise -- we do not 


want to hold anybody, but that was mIny understanding, 
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MR. MacPHERSON: Well, .I can assure the 
Commission that so far as the Saskatchewan section is 
concerned, if there is any information they can give 
Orvany Bssistance whey ‘can give to the Commission, it 
With os thesr pleasure to give it. 

THE CHAIRMAN: Thank you very much, sir. 
Now I think we will adjourn until a quarter past 11.00 
and at that time we will go on with the Woodley Canadian 


Oil Company submission, if that is satisfactory. 


that some of these gentlemen were going to be here. 
-~--A short recess. 
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THE CHAIRMAN: We wiil aow resume our hear- 


ing, Mr. Patterso. 


Submission of 


WOODLEY CANADIAN OIL COMPANY 


APPEARANCES : 

Marlin Es Sandlin - Presideat, 
Woodley Canadian Oil 
Company 

James A. Smith - Vice-president, 
Woodley Canadian Oil 
Company 

E. L. Semple - President, 
Great Northern Oil 
Purchasing Company 

John S. Black - President, 
Soutn Saskatcenewan Pipe 
Line Company 

A. Powell - Accountant, 
Souta Saskatchewan Pipe 
Line 


MR. PATTERSON: we mignt proceed witn the 
submission of Woodley Canadian Oil Company. Mr. 
Saadlion, tne oresident of the company is nere and ne 
nas with him a number of gentilenen associated with hin 
and I suggest, pernaps, he introduce then to the 
Comnission briefly and explain their association with 
the development of Saskatchewan. 

THE CHAIRMAN: Would you do that, Mr. Sandlia, 
piease? 

MR. SANDLIN: I whll first toacroduce Mr. 

Jonna Black, president of Souto Saskatchewan Pipe Line 


Company on ny right. I will discuss that company 1a con- 


nection with my submission. Mr. Powell is the 


wikeg gap” ertaeiines 


3 Bn Bits 


gee 
-- 


a ie 


~is ob ey he F ‘ q 
$Stivs’ iQ" * meu es ; 


4 


t dGaF 


a REE 8 HO 
y Ate. $c q | 


eae 7 ee ae ; 
a, a , ¥ a0: ins 
ea ae eee ay 
zs 
S pelos is 
» pas 3. » 
5 = < Lewoas “ 4 
SHOT Uw , t 
ee 
i 
“Y 
uy 4, , es rp Goh ; had bee soy. ‘ Vlas OER era 4 
care Cals ie ae . ¢ 
. - - ~ 
. Pi if ee eo Pe ae cee sa, oe eae 
on ¥1750) 91. {O. 7 Aho be BOs pol Pee Ve pote eee 
Eun eg 
= Hin. ¢ gles aes 4 (oaeo ast oe ee * 155 tay 
Pt ay STOR, Sl wae eed) She Se AF eels ¢ ion Jeet Hea Se Vee ee 
a ‘ iq 
' 7 oer | 
| f ; a c j ry, Fe yes Pe Psa 
OT) YW Uae 9) ae PES 4 bia t y tes ee tary join ead 
Pan F : 2 


5. O09 maddy @. tesdicl. of, eames 


4 s+ - -j 7. P: ‘ q L 4 - eee ae ay 
SM suvbeyvsrt gUgit: Citw. 7d seitinkee. eee 


so: ieee nbe | 


GMoOus ey SPR ee Nee wy se pag ‘nei sating> 
CSN oT SUBS TOT yg ‘eve5 oda] 


oe at 3 4 t ; 
~ 9 - va “ > 
whist Og lS Res : SUeee ttaco pa. towbdeets 
a oh eh “2 ‘ : ' 

on e = j - : <5 
© es i ' rox 2 Bui s84 i ‘ <a : ate a ‘soag 

* a 

ig 

ws 


eeeg 3 lm 
ave f 


n a 


3182 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


accountant for Soutn Saskatchewan Pipe Line Company. 
Mr.Smith is vice-president of Woodley Canadian Oil 
Company. Mr. Sempie a president of Great Nortaera 
Oil Purchasing Company and tnat company wil also be 
discussed in my brief. 

THE CHAIRMAN: Is it your ourpose to read 
che brief yourself? 

MR. SANDLIN: (Yes, that is wnat I had in 
mind. 

MR. PATTERSON: We might commence by marking 
tnat as Exhibit °-i5-4., 


---EXHIBIT NO. R-15-4: Submission of the Woodley 
Canadian Oil Company. 

MR. SANDLIN: Maren 25, 1958 
The Royal Commission on Canada's Energy Resources. 
Gentlemen: 

We submit oereiwtho on behalf of Woodley 
Canadian Oil Comoany a brief on the marketing of 
Fosterton type crude oil produced in South- 
western Saskatcnewan and Midale type crude oil 
oroduced in Southeastern Saskatcnewan. 

The purpose of this submission is to acquaint 
the nembers of the Commission with tne problems 
encountered, tne risks assumed, the obligations 
made, and tne pricing policy determined in the 
marketing of these crude oils. 

Respectfully yours, 


Marlin w. ocand lin 
President 


For aad on behalf of Woodley Canadian O11 Company 


Mr. Chairman, before I start reading the 


wief, it may be well for me to give some nistory of 
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my connection witn the various companies that I will 
be speaking about in order that you may know my 
acquaintance wits the oroblems. 

I am president of Woodley Canadian oil 
Company and a director of that company and have been 
Since its organization. I am also a director of 
South Saskatchewan Pipe Line Company. I am a director 
aad vice-president of Great Northern Oil Purcnasing 
Company. I am vice-president of Woodley Petroleum 
Company which is the parent company in the States of 
Woodley Canadian Oil Company, Woodley Canadian Oil 
Company being a wholly owned subsidiary of the Woodley 
Petroleum Company. I am president and director of 
Minnesota Pipe Line Company. I am vice-president and 
director and general counsel of Great Nortnoern Oil 
Company. I believe those are all of the companies that 
will be discussed in connection with this submission. 
I mignt also state tnat I am a member of tne State Bar 
of Texas; a lawyer by profession. I was in private 
practice to January 1, 1944 and since that time I 
have been associated with Woodley Canadian Oil Company 
and tne other companies which I will speak about today. 

THE CHAIRMAN: You were drafted, in other 
words. The procedure we have been following is that 
you may expect to be stopped and questioned on any point 
in tne brief on woicn counsel or any member of the 
Commission wish to ask a question or get further 
clarification. © ope that will) not disturbyou. 

MR. SANDLIN: That is entirely satisfactory. 
Introduction: 

Woodley Canadian Oil Company was incorporated 


under the laws of the State of Delaware in November, 
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ly5e. After its incorporation, the Company was 
registered and licensed to do business in the 
Provinces of Saskatchewan and Alberta, Canada, and 
nas siace that time conducted exploration activities 
for oil and gas in said orovinces and has carried on 
the business of produciag crude oil in Soutnwesterna 
and Soatneastern Saskatchewan. 

Woodley Canadian Oi1 Company is a woolly 
owned subsidiary of Woodley Petrolein Comoany, a 
Delaware corporation, wito its principal office ia 
Houston, Texas, and is the successorin interest in 
Canada to Westera Prairie Exploration Co., Ltd. 

THE CHAIRMAN: As a matter of interest 
can you teil us way the Woodley Canadian is in- 
corporated under the laws of the State of Delaware? 
Is it a tax problem? 

MR. SANDLIN: We have a tax advantage being 
incorporated under the laws of the State of Delaware. 
In the States we have an income tax provision whicn 
we refer to as the western hemisphere trade act ad- 
vantage, the practical application of waich meaas a 
U.S. Corporation doing business in the Western Hemis- 
phere transacting 95% or more of its business outside 
of the United States is granted a 2¢% tax credit oa 
aet income and it is for that reason that we changed 
our status in Canada from an Alberta Provincial 
Corporation to a Delaware Corporation operating ia 
Canada under a foreign permit in order tnat we 
would be able to take advantage of thnattax situation. 

MR. COMMISSIONER LADNER: But you are still 
Subject to the Canadian tax. 


MR. SANDLIN: Yes. 
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MR. COMMISSIONER LADNER: And there are 
typical deductions and so forth, I presume. 

MR. SANDLIN: Yes, but we gain additional 
advantages in the States. Our income tax liabilities 
and domestication nere under the laws of'Canada are 
identical as if we were incorporated here. 

Woodley Canadian Oil Company is a stockholder 
in South Saskatchewan Pipe Line Company and its parent 
company, Woodiey Petroleum Company, is a stockholder 
in Great Northern Oil Purchasing Company, Minnesota 
Pipe Line Company and Great Northern Oil Company, each 
of wnoich companies plays a significant role in the 
marketing program for Fosterton type crude oil. 
Woodley Canadian Oil Company is also a stockholder in 
Producers Pipelines Ltd. The latter company and its 
wholly owned subsidiary. Westspur Pipe Line Company. 
and Great Nortnern Oil Purcnasing Company, Minnesota 
Pipe Line Company and Great Nortnern Oil Company play 
Siguiiicant roles in the marketing program for Midale 
type crude oil. 

South Saskatchewan Pipe Line Company was 
incorporated under.the laws of the State of Delaware 
on November 6, 1953. Immediately after its incorpora- 
tioa, the Company was registered aid iiceased under 
the Companies Act of the Province of Saskatchewan and 
nas since that time carried on the business of operating 
a crude oil pipe line system in Saskatchewan witno its 
principal office located at Regisza. Tne otner stock- 
holders of South Saskatchewan Pipe Line Company are 
Mobil O11 of Canada, Ltd., and Sinclair Pipe Line 
Company. 


THE CHAIRMAN: Would you be good enough to 
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tell us wnat the proportions are of that stock owner- 
ship? 

MR. SANDLIN: Tneir stock is owned in the 
same proportion as the production is on; that is, 
30% for Woodley Canadian, 20% for Siaciair Pipe Line 
Company and 50% for Mobil Oil of Canada Limited. 

Great Northern Oil Purchasing Company 
was incorporated under the laws of the State of Dela- 
ware on May 9, 1955. This Company is registered and 
licensed to do business in tne Province of Saskatchewan 
and Manitoba and is carrying on the business of pur- 
ehnasing crude oil ia those provinces for re-sale ia 
the domestic and in tne world markets. The other 
principal stockhoider of this Company is Sinclair Crude 
Oil Purchasing Company. The principal office of the 
Company is located at Regina. 

Producers Pipelines Ltd., is incorporated 
under the laws of Saskatchewan witno its principal 
office at Regina. This Company togetner witn its 
wholly owned subsidiary, Westspur Plpe Line Company, 
conducts a crude oil pipe line system in Southeastern 
Saskatchewan. The other stockholders in tnis Company 
are also crude oll producers. 

Minnesota Pipe Line Company was incorporated 
under the laws of tne State of Delaware on December 2, 
1953 Immediately after its incorporation, the 
Company was quaitfied to do business in the State of 
Minnesota and has since tnat time carried on tne 
business of operating a crude oil pipe iine system 
in that State. The principal stockholders of this 
Compaay are Woodley Petroleum Company aad Sinclair 


Pipe Line Compaay. The principal office of this 
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Company is located at Saiit Paul, Minnesota. 
Great Nortnera Oi. Company was incorporated 


under the laws of the State of Delaware on February ce, 
1951. After its incorporation, the Company was quali- 
fied to do business in the State of Minnesota, among 
other states in the United States, and is registered 
and licensed under the Companies Act of the Province 

of Saskatcnewan. This Company is carrying on the 
business of operati.g a petroleum refinery at Pine 

Bead, Minnesota, wnere its principal office is located. 
Tone priicipai stockholders are Woodley Petroleum 
Company aad Sinclair Refining Company. 

THE CHAIRMAN: Can you tell me why 
Great Northern Oil Company is registered to do business 
in Saskatcnewan, 

MR. SANDLIN: Wnea we first started our 
orogram in Canada with respect to the marketing of 
Fosterton type crude. it was first contenplated 
Great Nortnern Oil Company would maintain an office 
in Regina and would buy the oil direct to service 
tae contracts which we had executed on benalf of that 
/ompany witn producers .but later we decided to create 
a crude oil purchasing conpany which is Great Northera 
Oli Purchasing Company to do the purchasing for the 
refining company and to buy and resell crude on other 
markets. Since we have already qualified Great 
Nortnern Oil Company in Canada and siace so much oil 
was being purchased for the account of Great Nortnern 
Oil Company we feit we should continue our qualification 
registration here in order to show we are gomesticated 


THE CHAIRMAN: In other words, in a sense it 


is a formality; the operations are at Pine Bend. 
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MR. SANDLIN: Yes, that is correct; since 
that time. 
History: 

Mobil Oil of Canada, Ltd., Woodley Canadian 
OLl Company and Sinclair Canada Oil Company (as 
Successor in interest to Southern Production Company, 
Inc.) are pioneer producers of Fosterton type crude 
oil in Southwestern Saskatchewan. These companies 
nave carried on joint ooerations in Saskatcnewan for 
&@ aumber of years and are the discoverers of tne 
Fosterton BPleld, Cantuar Field, Success Fleld, South 
Success Field, North rremier Field, Midway Field, 
Soutneast Midway Field, Verlo Field and Battrum Field. 

Soon after the early discoveries were made 
it became apparent that markets did not exist for the 
Quality and quantities of Fosterton type crude that 
these fields were capable of producing for tne princi- 
oal reason that the petroleum refineries in Canada 
and in the Great Lakes Area of the United States were 
not designed to process the nigh-sulphur crude oil 
of medium gravity. These companies realized that they 
must provide toeir owa market. To orovide this market, 
the companies again pioneered in the building of trans- 
portation facilities to : -transport this Fosterton 
type crude oil to market. These facilities comorise 
tne present South Saskatchewan Pipe Line System, con- 
sisting of crude oil gathering systems in the Fostertona, 
Cantuar, Success, South Success, and Battrum Fields aad 
the crude oil gathering systems in the Dollard, Instow, 
Bone Creek, Gull Lake and North Premier Fields 


connecting with the Dollard Extension line from the 
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Wiel are pieldrte tie cantuar Station; the 16" main 
trunk line from tne Cantuar Station to Regina, a 
distance of approximately 156 miles, coinecting with 
the Interproviacial Pipe Line System and to domestic 
refineries at Moose Jaw and Regina; the Cantuar 
pump station of nodern design with storage capacit, 
of 150,000 barreis; modern office building aad 
warehouse located at swift Current; and all other 
equipment and facilities necessary for tne naintenance 
and operation of an efficient crude oi: oipe line 
system, 

Further, two of these stocknoider companies. 
Woodley Canadian Oil Company (through its parent 
company oWdodley. Petroleum Company) and Southern 
Production Company, Iac. (predecessor in interest to 
Sinclair Pipe Line Company), togetaer with minority 
stocknolders, constructed the crude oil pivoe line 
facilities of Minnesota Pipe Line Company in the State 
of Minnesota to transport sucn crude oil from a take- 
off point on the Lakehead Pipe Line System at Clear- 
brook, Minnesota, to Pine Bend, Minnesota. The 
Minnesota Pipe wine System comprises a ©16" main, truak 
line from Clearbrook to Pine Bend, a distance of 
approximately 256 miles, with pump stations of modern 
design iocated at Clearbrook and at Littite Falls, and 
allother equioment and facilities necessary for tne 
maintenance and operation of an efficient crude oil 
pipe line system. 

Furtoer, the same stockholder companies, 
Woodley Canadian Oil Company (tarougn its parent 


company, Woodley Petroleum Company) and Southern 


Production Company, Ina (predecessor in interest to 
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Sinclair kefising Company), together with minority 
stockholders, constructed a petroleum refinery of 
nodern design with a maximum capacity of approximately 
33,000 barrels per calendar day at Pine Bend, Minne- 
gota. This refinery was designed and constructed 

for the primary purpose of refining the quality 

and gravity of crude oil produced from the above 

named fields. 

Thea, as Midale hign-sulphur crude came 
into production ia substantial quantities in South- 
eastern Saskatchewan, along witn crude oils of higher 
gravities and lower sulphur content in that region, 
Woodley Canadian Oil Company joined with Southern 
Production Company, Inc. (predecessor in interest 
to Sinclair Pipe Line Company), and other crude oil 
producers to construct the pipe line system in South- 
eastern Saskatchewan from Midale Station to Cromer 
Station in Manitoba connecting with the Iaterprovin- 
cial Pipe Line System for the purpose of providing 
a market outiet for crude oil in Southeastern 
Saskatchewan. These pipe line facilities, including 
the gathering system, pump stations, and all other 
equipment, presently comprise the pipe line system 
of Producers Pipelines Ltd., and its wholly owned 
subsidiary, Westspur Pipe Line Company. 

Since the petroleum refinery of Great 
Northern Oil Company of Pine Bend was designed to 
orocess high-sulphur crude oil of medium gravity, 
this refinery became a ready market for quantities 
of Midale type crude oil on completion of the pipe 


line system in Soutneastern Saskatchewan. 
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Financial Comnitnents: 
The petroieum refinery of Great Northera 
Oil Company at Pine Bend has been constructed at a 
cost of approxinately $27,000,000, without con- 
Sideration being given to working capital of at 
least $2,500,000. Thefinancing of this refinery has 
required equity capital in the amount of 34,663,659, 
plus $3,515,000 derived from the sale of subordinated 
debentures in tne principal amount of $3,700,000, 
and bank loang in the aggregate amount of 319,000,000. 
The pipe line system of Minnesota Pipe 
Line Company was constructed at an original cost of 
approximately $12,800,000. The financing of these 
facilities involved $1,505,000 of equity capital and 
loaas from banks and an insurance company aggregat- 
ing the sum of $12,400,000. 
The pipe line facilities of South Saskat- 
chewan Pipe Line Company have been built at a cost 
of approximately $14,000,000. The stockholders 
supplied about $2,720,000 and approximately $9,880,000 
was obtained through bank loans. The principal of 
the outstanding debt due the banks is approximately 
$7,955,000. 
Contractual Obligations: 
As aa inducement to and as coliateral for 
loans for the financing of the pipe line facilities 
nd refining facilities for the marketing of Fosterton 
ype crude oil, it was necessary for long term contract 
wal commitments to be made. 


Mobil Oil of Canada, Ltd., Woodley Canadian 


Oil Company, and Sinclair Canada Oil Company are 


committed to sell and Great Northern Oil Company is 
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committed to buy up to 20,000 barrels per calendar 
day of Fosterton type crude oil for a ten year period 
commencing June, 1955. 

Great Northera Oil Purchasing Company is 
obligated by contract with Tidewater Oil Company, 
The Ohio Oil Company,Columbian Carbon Company and 
The Atlantic Refining Company to purchase for Great 
Northern Oil Company and for its own account up to 
10,000 barrels per calendar day of Fosterton type 
crude oil from the Dollard Field for a ten year 
period beginning October 1, 1956. At the same time, 
Great Northern Oil Purchasing Company entered into a 
tnrougnh-put agreement with South Saskatchewan Pipe 
Line Company to tender or cause to be tendered to 
South Saskatchewan at the wellhead for transport 
all of tne crude oil which it shall purchase and 
receive from suca companies inthe Dollard Field. 

Great Northern Oil Company entered into a 
chrough-put agreement with South Saskatcnewan Pipe 
Liane Company wherein it agreed to tender or to cause 
to be tendered for gathering and transport ail of the 
crude oil purchased by or for Great Northern in the 
area served by the pipe line in quantities per 
calendar month equivalent to the average rate of not 
ss than 15,000 barrels per calendar day for the 
period June 1, 1955, to December 31, 1955; at the 
average rate of not less thaa 20,000 barrels per 
calendar day for the period January 1, 1956, to 
December 31, 1965; and, all of the crude oil 
purchased for the period January 1, 1966, to 
December 31, 1975. 


Great Northern Oil Company also entered into 
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a through-put agreement with Mianesota Pipe Line 
Company for a period of. twenty years whereby it 
agreed to tender for shipment a minimum through-put 
of Fosterton type or other types of crude oil of 
15,000 barrels per calendar day for the period July 1, 
1955, to December 3i, 1955, and 20,000 barrels per 
calendar day for tne period January 1, 1956, to 
December 31, 1975. Further, Great Northern agreed 
that for the life of the through-put agreemeat and 
the stockholders ofMinnesota Pipe Liae Company agreed 
that so lang as any indebtedness is due the banks and 
the insurance conpany to guarantee Minnesota Pipe 
Line Company a gross revenue equivalent to 23.4 

ceats per barrel (exclusive of liane loss) times 
23,000 barrels per calendar day, the obligation 

being divided 23.4 cents times 20,000 barrels per -: . 
calender day for Great Northern and 23.4 cents 

times 3,000 barrels per calendar day for the 
Minnesota stockholders. 

Great Northern O11 Company also committed 
itself by long term contract to seli and deliver to 
SoeonyeMobiilOiL Company, Tnac.; in the United States 
substantial quantities of refined products from its 
refinery at Pine Bend. The prices which Socony will 
pay Great Northern for tnese products are tied to 
the cost of Fosterton type crude oil laid down by 
pipe line at Pine Bead. 

Pricing Policy 

Tt \is tundamental that tor. crude oil, to 
be sold in the world market its price must be 
competitive with crude oils of the same or similar 


quality and gravity sold in such narket. 


- 7 
arti ws 


tele 
. Re 


ad sel, 870 tern th ada shames ua 
ony seitietie sisey Etogwa 10; halts 8 be 


- ‘ A 3 zal =, 
byes aaeyseemmient th 2 teeny pele 


Sy Sag: UBB SARG ° seBGND 99 e984 & 
ny PEETO NO 20) 5 aF Tt et ke Re Re abe 


| 
Seeget Uvave ah Bobteo attiveereeatt 
KuSGTAOM Bens eens . weet night ‘i 


\ 


; rf i ' 4 ur 

+ Hye Suen and Fe erie ga jth, oT } 
banstaedt a Lo prebomtgeds ata 
7 Flt a 7 | 


re) | a 
i 


5 ynagMot ont | 
shigas) 064 Bd Cen saves | 
(eh: SuSE RA OOS | | 


Pines 


Os. 4) while bes ybb ached 5 
miter i 4a sebnoiae | 
“rie Re nen | 
node! acon | 

a 


Ries 4 Jageet 


fedam cnooog 


' 
} 
im 
ut 
| 
a 


nae Se aap) oavedoe | 


in Ds ¢ Dee 


5So7J\ PRE 


SO Oe bia: ne S425 0 aN bay Fe, 


ANGUS, STONEHOUSE & CO. LTD. 5 
TORONTO, ONTARIO | L y) - 


Tne market for refined products in the Twin 
Cities Area of Minnesota is competitive with the 
market for refined products in the Chicago Area and 
in the Mid-Continent Area of the United States. It 
was determined early, therefore, that the laid down 
cost of Fosterton type crude oil at Great Northern's 
refinery at Pine Bend must be competitive with crude 
oll of similar quality and gravity laid dow. by pipe 
line in theChicago Area until such time as crude oil 
of similar quality and gravity is laid down in the 
Twin Cities Area by pipe line in substantial quantity 
to other purcnasers to establish another market vaiue. 
Tnis pricing policy was established and nas been 
consistently followed for Fosterton type crude oil 
laid down at Pine Bend. The wellnead price paid by 
Great Northern Oil Purchasing Company, as agent for 
Great Northern Oil Company and on its own account, has 
tnerefore been the laid down cost by pipe line in 
the Chicago Area of reference crudes of similar 
quality and gravity less the cost of gathering and 
less all costs, including United States Import Duty, 
¢ transporting such crude oll to the refinery at Pine 
Bend. 

The same oricing polic, nas been followed 
with respect toall Midale type crude oil purchased 


by or for Great Northera Oil Company. 
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Markets: The basic markets for Fosterton 
type crude oil in the future will continue to be those 
markets created by long term contracts with Great 
Northern O11 Company and Great Northern Oil Purchasing 
Company, after taking care of the requirements in 
Limited quantities of the domestic refineries at Moose 
Jaw and Regina. It is recognized, of course, that 
with the availability of Fosterton type crude oil in 
greater volume, the demand for additional quantities 
of Fosterton type crude at points in Canada and in 
the United States along the Interprovincial Pipe 
Line and the Minnesota Pipe Line Systems may increase 
as refining facilities are designed to handle this 
quality. and gravity of-crude oll. 

While the basic market initially for Midale 
type crude oil was the refinery of Great Northern Oil 
Company at Pine Bend, ‘the refineries in the Duluth area 
of Minnesota and Wisconsin have also become a substan- 
tial market outlet for this high-sulphur crude oil of 
medium gravity. It is contemplated that as addi- 
tional refining facilities are designed to process 
erude oil of this quality ‘and gravity, the demand 
in the market outlets along the Interprovincial and 
Lakehead Pipe Line System and the Minnesota Pipe Line 
System will increase substantially. 

The existing markets for Fosterton type 
crude oil at Pine Bend, Minnesota, currently at the 
rate of approximately 23,000 barrels per calendar 
day, after making allowance of 5,000 barrels per day 
for the domestic refineries at Moose Jaw and Regina 
and 2,000 barrels per day for shipment to Clarkson, 


and the existing markets for Midale type erude oil 


“7 
. a. 
4 “ tpdagod Ae 702, otal etvae: ott! :2donke 
S 
« Sade. Ba. S0 sevalinoc iilw sieiit ene ot rte i 


Ran PLR Sh Ht FS ETS aaah bao} ies 


‘pateanoind. Leo 8099 OW Sagi: ‘bats ree £26 ' 


fb sovemstigpey Siz’ Yo vonss. gated cegte en De 


beaeM Js aotaeniier- sigasned adh: to-antce 


. 


a a i ra 
gadd -(Satgod. to: ,besingouet al et a i is — OF 
ni Lfo shite. save noivsvsot to: yrbese 


aetbiidasup Lanois ihhe at bp b any <¢ ot Dov sonar | | 


ens “ - | _ ak ule cee * . 7 en oe 7, 
SorS [aAlociV¥aurgnraitcl sid anake 59 $a58 bet tae: one 


: snag i} yen ameiey? aohl ahs stdesankh vane bas enki | 
a Enid ; Lhdas of boaagaoh ons eetuti lost -ecchnetee ao q 

. Lh Shee to yst vay ie Dees Wittens 1 
e ’ < , 
| febth tol witetiiat testan olesd odd 3f tell ar) | 
FLO ntsitzol’ death To woah iste Pre 23m {ko siete aes | 

. aan |, | 

pene iuiv@ olf of ashesakte: eA \boed ott Se Yaageas | 
| a | 

. -mpiadig A emooas oafa evan stedcot iW Das SIoeemainm ae } 


7 i *¢ (Poa sotis EE yf rB ye ae! rt ra Be sat to frig Fe Spa 183 1 : 

~LOpS Be Sent balvalaicethoas ely al Ps “eas im mnkbee 4 
hs ‘ : "P i 1 

saggctq oF benghasd ots agtiitios? s«otipiet ‘Eshtok?) qi) 


<> 
| 


Hbasmeh a2  ovobvews One \yiifsyp ating to fio sake oe 
‘ « oe or af or b -" 

bas [etuonivourgs3sgal ode anois cds livo tenis Say ae 
| li ie) 


Skt agit avodsank sly baa moteyd Srl eat oe 


ites rin tite: tj remit so pt emit bet - de ~~ 
IC: F. aC; ISLES fq Aw | Se ay LES tit re ea ay ~ 
a ge ach Fase AopeanalM . teas 
ae: 3S. NASD oy atosertyih . Gyed, Sale & Rice Pe 


| "ahoelsc ‘ieq eiasisd OO0.¢S vier amir. 9: 94 


WR Ww it 


CSG. "(ot aletirad OOOpe: 20 Ssonewos fe yoty nt eh” 
| 7 
SO! > Shar + Dee. wet’ SOO cA Soi ‘rent Pr) Ley or esti uf i an : 


OBIE: io. OU Inanegtcia bd ee" 


py 2 a. a orem pee ee, “ned On my a 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO eal 96 


at Pine Bend, currently at the rate of approximately 
9,000 barrels per calendar day, and at points along 
the pipeline system of Lakehead Pipe Line Company ‘Inc%,, 
in the United states at the rate of approximately 
8,600 barrels per day, of course, devend for their 
existence and continued growth upon a favorable export 
policy for crude oil from Canada to the United States 
and ‘a favorable import policy for crude oil from 
Canada into the United States. 

Conclusion: Woodley Canacian Oil Company 
and its associates have entered upon a Long range pro- 
greny of texploravion: for CL” and 'gas,, productiom of 
oi l-iand? 2as,-Graensportation of crude ‘oil, marketing 
of crude oil in the world market, refining Canadian 
erude oil and selling products manuractured therefrom 


inthe worla market. This long range program has been 


4 


undertaken at a substantial cost and great risk, based 
upon faith in the provincial and dominicn governments 


“ 


e cea States 


of Canada and of the government of the Uni 
and upon our confidence in those governments that 
we would receive fair and equitable treatment for 
the risks assumed in the creation of markets for 
Canadian crude oil far removed from the po nes of 
discovery and production. 

The development of the oil and) gas pe~ 
sources of Western Canada is in its infancy. We 


5 


cannot urge too strongly the maintenance of a hea thy 
climate for private capital to continue to taxe 

the initiative and assume the great financial risks 
involved in the development of these resources, not 


only for the welfare md progress of all of Canada 


but also in the interest of western hemispheric 
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defense and solidarity. 

This healthy climate embraces the private 
ownership of the oil and gas reserves and of the trans- 
portation facilities therefor, reasonable regulatory 
Dractices;,se JAberal export policy, a tax policy de- 
Signed to encourage and to provide an incentive for the 
development of the oil and gas resources, broadening of 
une eredit peticies,of»iending, institutions.tosenabie 
the financing in Canada of the costly undertakings 
required for the development of these resources, the 
Stabilizationvef the currencies. of ithe United. states 
and of Canada and the strengthening by mutual effort 
ofthe excellent trade: relations between the United 
States and Canada. 


THE CHAIRMAN: Thank you, very much, Mr. 


Sandlin. 

MR .SANDEIN: Thank you, Mr. Chairman. 

I have some exhibits which I would lixe to 
introduce. Would there be some questions at this time, 


or usnould “lppreceed? 

THE CHATRMANs «Yes, please. 

MR. SANDLIN: In connection with our im- 
port policy in the United States, I have been very 
active in working with our Government, both with 
Congress and the Administration, since 1955 on our 
petroleum import policy. I have some exhibits that 


I thought might be pertinent to an understanding on 


the part. .of this commission, of the efforts toas 4746. are 
making in the States to, shall we Say, prevent dis- 


crimination against Canada and Canadian crude oil 


imports. 


MR, PATTERSON: Mr. Chairman, I would 
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suggest that perhaps Mr. Sandlin's exhibits might be 
rather better understood if he were asked to tell us 
about Nis expervences and so on, and then sort of Tit 
them into his discourse and enter them as they are 
referred to by him. 

THE CHAIRMAN: I think that is the way to 
aor 104 

MR. SANDLIN: Beginning back in 1955 we 
were threatened, and the Congress, with what was then 
known as the Nelion Amendment, which we were success- 
ful in defeating. The effect of that amendment, 
which was offered as an amendment to the Reciprocal 
Trade Extension in 1955 would have been to limit the 
importation of crude petroleum, that is erude oil it- 
self and also products, to 10 per cent of the 1954 
domestic demand. 

We were able to defeat that amendment and 
a substitute was offered and was adopted by the Senate 
and by Congress, approved by the President, which dele- 
gated to the President the authority to make examina- 
tions as to whether any product is being imported into 
the United States in such quantities as to threaten 
the National Security. 

Since that time, of course, there has been 
considerable pressure on the part of independent oil 
producers down in Texas and Louisiana and elsewhere 
for the President to take action under that auth- 
ority to restrict crude oil and petroleum imports 
by mandatory action. 

As you know, of course, the President has 
never acted under that delegation of power, although 


last year the Director of the Office of Defense 
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Mobilization made a fact-finding that at that time 
erude oil itself, not the product burp trude ol); “was 
then being imported into the United States in such 
quantities as to threaten the National Security and 
recommended to the President that action be taken. 

The action that was taken, of course, was 
the Voluntary O11 Import Program that was adopted and 
approved by the President. That is the so-called 
Voluntary Oil Import Program under which quotas were 
assigned to all then importing companies and an admin- 
istration program was appointed under Captain Carson, 
JTS (heat program .-or course, while it did not recog- 
nize an exemption for Canadian oil as such, it was 
written and so planned that the quotas assigned to all 
companies importing crude oil from Canada into the 
United States were set high enough to include all of 
their nominations for as far ahead as they could See. 

I was told authoritatively by the people 
designated by the President who drafted this program 
that the reason for stating it and expressing it in 
the manner that they did, rather than outright exemp- 
tion which we had insisted be set forth as they had 
done under ordinary general policy, was the fact they 
could accomplish the same result in a manner less 
offensive to the Middle East and Venezuela. 

At that time I know it was not contem- 
plated there would be any restriction, either volun- 
tary or otherwise, on Canadian crude oil imports. 

Ti? Gheelatter part of 1957, of course, 
with the recession coming on us in the United States, 
we were over-produced domestically in crude oil and 


our inventories were high and the pressure again was 
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resumed for the President to take action under his 
delegated authority to establish mandatory controls on 
erude oil imports. 

At that time we and Woodley Petroleum Com- 
pany had realized unless: some action were taken by 
the President to restrict crude oil imports from 
Venezuela and the Middle East, we were faced with the 
possible collapse of the domestic oil economy. That 
was something we would regret to see, of course. We 
then became active with the President's Cabinet Commit- 
tee and recommended that they in turn recommend to the 
President that he sign an executive order establishing 
mandatory controls on crude oil imports into the United 
States, in order to head off a legislation that mignt 
set a pattern we might regret and which would be harm- 
ful to the economy in years to come, and might Le 
prejudicial to Canadian crude oil import and set a 
pattern we could not do anything about. 

We did make that strong recommendation in 
our program. Of course, in our pian of action we had 
recommended and we had insisted, and we always have 
done, that the Canadian requirements be taken care 
of first. We insisted all nominations for Canadien 
Sti be allowed to be fulfilled and all Canadian crude 
oil imports flow into the United States freely, and 
the remainder of the level of imoore bE determined 
by the President and could be completed by crude 
oil imports from Venezuela and the Middle East as the 
President may determine. 

At one time it appeared as though they 
were going to take mandatory action. I spent almost 


gix weeks in Washington on this matter working with 
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the members of the Cabinet Committee and representa- 
tives of the Committee and Mr. Herbert Hoover, Jr., 
acting as consultant to the State Department on this 
particular policy question and consultant. tom tne 
Cabinet. Commitczee:, At the last they did decide, even 
after a special meeting was held down in Venezuela 
with the Canadian Ambassador present and General 
Thompson from Texas and the representative of our 
State Department and Captain Carson, in an effort to 
arrive at some voluntary agreement under which Canadian 
crude oil imports could flow freely into the United 
States, in view of the fact Canada has already started 
the practice, not only the conservation reservoir 
practice, but the import demand, they decided finally 
they would not recommend mandatory action but recommend 
strengthening the voluntary plan by adjusting the 
quotas tha had been assigned to all of the companies 
previously downward so as to allow room for new impor- 
ters primarily from Venezuela. 

Of course, we were not quite in accord with 
this action. The President went further in an effort 
to make the program work when he directed the Govern- 
ment Agencies not to purchase material, products, 
supplies, or merchandise from any oil company not 
complying with the Voluntary O11, Import Program. 
Since the main offenders under the Voluntary Program 
were all major suppliers of products and materials 
so the Government, they felt that would be an effec- 
tive means of making them comply with the program. 

As to whether that program is going to 
succeed remains to be seen. The most objectionable 


feature of the whole program, as far as we are 


Tel t a8 Beales bae S220 SRG! 7 atri.tik iD Oia. 


i ak 
ash” eal Aa ts a, | 7 7 
Ree: oe - ~ 
ee oe Bie ae i " ji vO F aE = 

alt Se et aM O4-TE ee hast ’ "03 pees a: CE j 

; ihe as = a Py ae 

ft fae feed Sig : ; Z 
. rc re ~ meee Po rs! 4 hits Par? 2 onl te 
zig? xc ‘eomitagsi 4 es 2 ent o) Vee LOE eA. al Is 
Ora, eee Bmore ae ; thee 
= te een : a i 


; : rt cae iikésinge on ; eo 
, Sa" OF See Le Aes) Hoe <r hiaeiye Woe hag: iis Bag am be 6. 
a move .obivsb bh) Yedy Jasl srisae, Sti Jeokss 
| alsissnev ab twed Gott 22m, yobs sam Aagkgs 2 5 xed 


oo os t of 
F Peet = a 
; ee abn ae : 
isisded bog cusse'ig ribbeaBAagTA oetbersa anit civ | | 
Tio iweinsesudey Of SAS. @aueT oud soognon® | 
Pe eek v er 2 ihoen fF 
' ’ a \ ; : i 
on : fe oi On) Leias. bes Seopa o0892 | 
| MBC Rat). MOLI “ Ora PSS S. Veer a args am: svixtts 
| eet } visetaiy \iugos glint £16 shee 
w= i ' t _ 
i F Ae ne, 5 i i : 
Y JSpesate-yReedfe asd pusoge Jost sft-to wey at 29632 | 
} > ae 2 
ese FIST ISE 28 OF... Son pirogue odd | 
oe 
rf 3 ' Byeh Rarer Cesare . piel sotonag, 
as ® 


. Sige J tra0) | 217 Si periteret sa 
| ba) A . te ic wmieea casd ben Sea sedoun 
: { P “ ‘ F Wi - és { se ny j 4 f i 
. | : ¥ 4 Le he a § J TOK [1 LOL STG 
4 7 Si fe 
aS 5 may. ) vipeagive estes 
‘a I ti i i , $ pb A t) 


J2OTTS SB Use tetiin I cow ns htss 9, st ieee eee 


ot spiem of 


Pgh pve 


i ori r 


Ti. Vuts ano Lise wy nary “| 122 boadanam Be ati 


a ec tm 
+ 
> ; 
_ Wy 
mm "7 
. 
t 
* 
“ 
pv! 
ee 
— 


oi o/s (Sie teat Piss SECC ¥ wha Fy Pgeic: Ee ety iomeo | f 
| 3 J50nuLO” ay sabi aasbret te Maat am erth sorte 


Mery oopey: (ih 54 ee ac id eae | ins: * * 4 fi 
PG NS A tO) By STE ide tohamo tte atone 
: ’ , “3 > 72 ct fl row) Fe ? t me ‘ ok eS eth ’ Be Tae : n 
7 4 . =) : bate es WE Sao bike “ee A ‘ ra / ai ea bi ov / : 
; ' eal ' 
vWEREd LF ON" CSL MOS MSid art hein ea ‘teen VS. | 


toil ot jem 


THanotsoales tho eT: a ee . oy 
ota aa), 4) Les 2e08 ~ jo) SS r a): oz ee lanag _ Pieye Oe, fg 


72 om Dm Ae? ga | ew ere 2 oe Oe oh ee 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


gee 


concerned, and as we are now on record with the Cabinet 
Committee, and also with the Administrator of this 
Voluntary Program, is the fact Canadian quotas were 
cue. “nao Ys =snconsrscent “and contrary vo ivhe policy 
they established last year on July 29th, 1957, with 
respect to Canadian crude oil imports. 

We in Great Northern Oil Company, while our 
quota has been reduced, we have sufficient flexibility 
on the quotas that had been established to enable us 
to operate at full capacity until September lst. In 
the meantime, we expect to ask for a hearing by the 
Administrator of our case as a hardship case, with a 
view of getting our previous quota re-established at 
33,000 barrels a day on the present program. 

There is considerable pressure before the 
Congress in view of the fact most of the independent 
oil producers in Texas and elsewhere do not feel the 
Revised Voluntary Program is adequate for legislation 
in the way of amendment to the Reciprocal Trade Program, 
the effect of which would be to establish mandatory 
controls on crude oil imports, and also petroleum pro- 
ducts at some level which they would try to get 
adopted. 

We are doing all we can to avoid that, of 
course. In the first place, we consider it is not 
sood Government policy for legislation to fix speci- 
fie quotas Or Variffs. if at is done, 1b "should be 
done as an administrative act, not a legislative act. 
We hope we will be successful in defeating that as 
far as our program is concerned. On the acquisi- 
tion and purchase of Canadian oil we do nog (icontem- 


plate reducing our runs at any time withinethe fore- 
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seeable future. If we are forced and compelled to ig- 
nore the Voluntary Program in order to maintain our 
runs at our current level, we will have no choice ex- 
cept to do that, because of the financial commitments 
we have made, our contractual obligations. We would 
have no choice but. to ignore it. On the other hand, 
we will make every effort to get the Administrator 
and the Cabinet Committee to recognize our peculiar 
position with respect to Canadian crude oil. 

THE CHAIRMAN: Is your position different 
from the other importers? 

MR. SANDLIN: Leteme, say Chis wt 6 
probably from most importers for this reason. Let me 
break that down into two categories. It is greatly 
different from importers of crude oil on the Eastern 
Coast and also on the Gulf Coast. Most of those in- 
porters have alternate sources of crude which they 
can get very quickly and, I would say, at a very 
favourable price. We do not have an alternate source 
for our Great Northern refinery or the Minnesota Pipe 
tare. 

THE CHAIRMAN: When you refer to an alter- 
nate source of supply, you are referring to a domes- 
tic supply? 

MR. SANDLIN: Yes. If their quotas are 
reduced in Venezuela or the Middle East they can 
buy domestic crude at a price which will enable them 
to maintain the refinery runs. I would say they 
would make almost as much money as far as refinery 
operations are concerned. To that extent the Greac 
Northern Oil Company situation is greatly different 


from all of the major importers and all importers, 
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shall we say, except Canadian importers. 

I would say probably with respect to most 
Canadian importers, our situation is different because 
of the fact the other refineries that are currently 
processing Saskatchewan and Alberta crude and Ontario 
erude in Minnesota and Duluth area and along the outlet 
of the Lakehead Pipe Line System prior to the time they 
started to process this crude, were able to obtain 
supplies from other sources. That is by tank car from 
the Western United States and by barge in the summer 
season and by pipeline into Michigan. They do have 
other sources of crude and they are not tied to a pipe- 
line that is tied exclusively to Canadian crude oil 
as we are. They do not have long-term contractual com- 
mitments that we have to buy. They don't have long- 
term contracts or sales contracts that we have 
with Socony, where the price at which we sell the 
product is determined by the laid down cost of Foster- 
ton type crude. 

There are a number of distinguishing circum- 
stances where we feel Great Northern would be entitled 
to treatment as a hardship case, and we feel that we 
will be granted that relief. We are hopeful, of 
course, in the meantime nothing happens in Congress 
to prejudice ourrvcase. 

As a matter of background, I thought it 
would be of interest to the Commission, in view of 
the fact there has been so much pressure stemming 
from Texas independent oil producers, to read into 
the record a portion of two resolutions passed by 
the House of Representatives in Texas with respect 


to Canadian crude oil imports. This first resolution 
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46 jidenvified as. StRe:No.379... It was adopted,on 
April 17, 1957. It reads as follows: 

"WHEREAS, The Railroad Commission of Texas has 
been compelled to reduce the April allowable for 
Texas crude production by over 22h ,000 barrels 
per day from the March figure, thus reducing 
revenues available to this State by more than 
Twenty Million Dollars during the coming bien- 
nium; and 

"WHEREAS, The cut in Texas allowance pro- 
duction reflects the imminent opening of the 
Suez Canal which will free an uncontrolled flood 
of foreign oil into this country; and 

"WHEREAS, The United States Bureau of Mines 
has stated it must withhold its determination of 
domestic market demand until the flow of Middle 
East Oil through the Suez Canal and Middle East 
pipelines may be gauged; and 

"WHEREAS, The uncontrolled flow of foreign 
oil into this country in competition with domes- 
tic production restricted to market demand, 
results in domestic production taking what is 
left of the domestic market after imports; 
and 

"WHEREAS, The international companies 
producing such foreign oil are constantly 
increasing the amount of imports into the 
United States, and such imports are now far 
above the maximum set by the President's 


Cabinet Fuels Policy Committee as the import 


amount “safe for our Nation's security; and 


"WHEREAS, The international oil 
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companies importing oil into the United States 
are receiving substantial subsidies from the 
United States including (1) direct Federal cash 
payments to the rulers of these Middle Eastern 
nations, (2) tanker subsidies, including four 
hundred and seventy-five million dollars in tax 
write offs on fifty-two tankers, and (3) diplo- 
maticana military support to protect the fields 
owned by these importing companies; and 

“WHEREAS, Our Federal tax statutes have bee 
used by these international importing companies 
to obtain United States tax credits for amounts 
paid by them to foreign rulers, thus obtaining 
assistance in foreign development at the expense 
of domestic production; and 

"WHEREAS, Development of new domestic oil 
reserves has lagged due to the tax credits and 
subsidies granted these companies for foreign 
development; and 

"WHEREAS, The international importing 
companies guarantee certain amounts of oil pro- 
duction to rulers of Middle Eastern countries, 
while restricting domestic production to make 
this possible; and 

"WHEREAS, The operation of Texas pipelines 
by affiliates of international companies provides 


a devious but effective means of choking crude 


oil in the interior of the State, through 
failure to make necded pipeline extensions 


and enlargements; and 


"WHEREAS, Importing company members of the 


Middle East Emergency Committee, given broad 
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powers and anti-trust immunity by the Federal 
Government and charged with the responsibility 
Of anereassnriche, oil, Lift to. Europe, failed to 
divert their United States imports to Europe, 
reduce their refinery runs to free crude oil 
TOM exports, vor) change their iret inery, yvelds) io 
produce needed fuel oils; and 

"WHEREAS, These international importing 
companies are either franchised to do business 
in Texas or have operating affiliates in this 
State,uawetatneir action in importing excessive 
amounts of foreign crude suspends the operation 
of Texas conservation laws, discriminates against 
domestic producers, and penalizes the revenues 
and thus the services of this Sovereign State; 
now, therefore, be it 

"RESOLVED, However, that all petroleum im- 
ports from Canada shall be exempt in determining 
the ratio of imports of crude oil and residual fue 
olletot domestic iproductionof crude ol. Petro-, 
leum imports from Canada shall be excluded. All 
for the following reasons: (A) From the stand- 
point of national security, the government of 
the United States should treat crude oil re- 
serves in Canada as domestic reserves for the 


reasons that Canada is our friendly land neigh- 


bor to the north and such crude oil reserves 
should be available to the United States by 
pipeline in the event of enemy attack; (B) 


Canadian crude oil reserves and our domestic 


crude oil reserves are a part of the common 


defense program between the United States and 
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Canada as is evidenced by "a statement of 
principles for economic cooperation" entered 
into by Canada and our government in 1950; 
(C) Canadian crude oil is the only economical 
source of crude oil for many domestic refining 
facilities and the underground pipeline facili- 
ties tied to them which are important strategic 
facilities from the standpoint of national 
security on the northern border of the United 
States, useful for air defense in the event 
of enemy attack on this Country coming over 
the Poles and the investments of the stock- 
holders in such refining and pipeline facili- 
ties would be placed in jeopardy or wiped out 
and private contracts in connection therewith 
would be violated in the event the flow of 
Canadian crude oil into the United States is 
restricted or interrupted; (D) United States 
domestic investments geared strictly to trans- 
portation, «refining and marketing of Canadian 
oil under long-term contracts consistent with 
existing foreign trade policies of the United 
States should not be impaired or wiped out or 
otherwise discriminated against in favor of 
domestic investments geared to domestic Crude 
oil; (E) Canada is a net importer of petro- 
leum products from the United States and, (F) 
Trade relations and diplomatic relations with 
our excellent land neighbor to the north should 
not be further strained; and, be Sin fae ier 
"RESOLVED by the House of Representatives 


of the State of Texas, That the President of 
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the. United States be urged to limit imports of 
foreign oil to the percentage set by his 
Cabinet Fuels Policy Committee as the maximum 
possible without endangering the security of 
the United, States;'and, be it further 

"RESOLVED, That the Clerk of the House is 
directed to transmit a copy of this Resolution 
to the President of the United States and to 
each Member of Congress from Texas." 

The preamble of the resolution, of course, 
is designed, and also the resolution itself was designed 
to call upon the Federal Government to take action to 
restrict crude oil imports and also petroleum products 
imports. Before the main resolution we were able to 
have that resolution amended as follows: 

"RESOLVED, However, that all petroleum im- 
ports from Canada shall be exempt in determining 
the ratio of imports of crude oil and residual 
fuel oil to domestic production of crude oil. 
Petroleum imports from Canada shall be excluded. 
All for the following reasons: (A) From the 
standpoint of national security, the government 
of the United States should treat crude oil 
reserves in Canada as domestic reserves for 
the reasons that Canada is our friendly land 
neighbor to the north and suchucrude (01 mee 
serves should be available to the United 
States by pipeline in the event of enemy attack; 
(B) Canadian crude oil reserves and our domes- 
tic crude oil reserves are a part of the 
common defense program between the United 


States and Canada as is evidenced by "a state- 
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ment of principles for economic cooperation" 
entered into by seanas and our government in 
1950; (C) Canadian crude oil is the only econ- 
omical source of crude oil for many domestic 
refining facilities and the underground pipe- 
line facilities tied to them which are important 
Stratecgicetacilitiess from the standpoint. of 
national security on the northern border of the 
United States, useful for air defense in the 
event of enemy attack on this Country coming 
over the Poles and the investments of the stock- 
holders in such refining and pipeline facilities 
would be placed in jeopardy or wiped out and 
private contracts in connection therewith would 
be violated in the event the flow of Canadian 
crude oil into the United States is restricted 
or interrupted; (D) United States domestic 
investments geared strictly to transportation, 
refining and marketing of Canadian oil under 
long-term contracts consistent with existing 
foreign trade policies of the United States 
should not be impaired or wiped out or otherwise 
discriminated against in favor of domestic in- 
vestments geared to domestic crude oi (E) Canada 
is a net importer of petroleum products from 
the United States and, (F) Trade relations and 
diplomatic relations with our excellent land 
neighbor to the north should not be further 
strained: and; be it; further 

"RESOLVED by the House of Representatives 
of the State of Texas, That the President of 


the United States be urged to limit imports of 
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Foreign foil Go whe percentage set by his Cabinet 
Fuels Policy Committee as the maximum possible 
without endangering the security of the United 
states; and, be it further 

WRESOLVED, That the Clerk of the House 

is directed ite transmit a copy of this Resolu- 
t10n TO, une (President of tne United States. and 
to each Member of Congress from Texas." 

That same amendment was attached to another 
esolution, which was H.S.R. No. 25 adopted by the House 
f Representatives for the State of Texas on November 
Et Mie ei peas oe whol LOWS: 

"WHEREAS, Conservation of oil resources is vital 
to the welfare of this State and to national 
defense and that existing practices of selective 
DUrPchaASsiINe Of jouw lead to, discriminatdaon, wdes= 
truction of property and waste; and 

"WHEREAS, The fact that the importation 

of foreign crude oil into Texas has reduced the 
reasonable market demand in Texas to the extent 
that the production of domestic wells has been 
necessarily reduced from their more efficient 
rate; and 

"WHEREAS, Many stripper wells have been 

prematurely abandoned therefrom and that a 
serious waste of the natural crude oil of 
this State exists by reason thereof; and 

"WHEREAS, There are hundreds of wells 

throughout the State of Texas without pipeline 
connections, representing millions of dollars 
tn invested capital, with poor financial xre-— 


turn and in some counties it is not now 
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possible to sell enough oil to pay operating 
costs; and 

"WHEREAS, Small farmers, landowners and 
royalty owners in the State of Texas are being 
deprived of much needed bonus and rental moneys; 
and 

"WHEREAS, Unemployment is increasing at 
an alarming rate throughout the oil industry and 
state revenues are decreasing at such a rapid 
rate that new and burdensome taxes will probably 
be inflicted upon the people of Texas; and 

MWHEREAS, *Mididons of barrels of foreign 
oil, costing approximately One Dollar ($1) 
per barrel, “are being merchandised throughout 
the United States™on a Three Dollar ($3) per 
parrel market, thereby increasing the profits 
of the major oil importing companies to the 
financial detriment of the great State of 
Texas and its people; and 

"WHEREAS, Due to this unwarranted influx 
of foreign oil many of our Texas fields are 
operating on a twelve (12) day per month 
basis; and 

"WHEREAS, Today the independent producer 
stands at the cross-roads of financial bankruptcy 
and unless the noose placed around his neck by 
the world oil cartel is loosened it will lead 
to the gradual decline and ruination of the 
zreatest single industry in this great State 
of Texas; now, therefore, pe it 

"RESOLVED by the House of Representatives 


or the State of Texas, That Senate Majority 
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Leader Lyndon Johnson be requested to have intro- 
duced and sponsor legislation to impose a sub- 
SLAW al POROUCeCU Ve. Lariir on fores.en oid 
importations that are creating grave financial 
evils: and,.be.asc, further 

"RESOLVED, However, that all petroleum 
imports from Canada,.shall be exempy in deter- 
Mining. the Racio.of imports of crude oil and 
residual fuel oil to domestic production of 
erude oil. -.Petroleum imports from Canada shall 
be excluded. All for the following reasons: 
(A) From the standpoing of national security, 
the government of the United States should treat 
erude oil reserves in Canada as domestic re- 
serves for the reasons that Canada is our 
friendly land neighbor to the north and such 
crude oil reserves should be available to the 
United States by pipeline in the event of 
enemy attack; (B) Canadian crude oil reserves 
and our domestic crude oil reserves are a 
part of the common defense program between the 
United States and Canada as is evidence by 
"5 statement of principles for economic co- 
operation" entered into by Canada and our 
government in 1950; (C) Canadian crude oil is 
the only economical source of erude oil for) many 
domestic refining facilities and the under- 
ground pipeline facilities tied to them which 
are important strategic facilities from the 
standpoint of national security on the 
northern border of the United States, useful 


for air defense in the event of enemy attack 
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on this Country coming over the Poles and the 
investments of the Stockholders in such refin- 
ing and pipeline facilities would be placed in 
jeopardy or wiped out and private contracts in 
connection therewith would be violated in the 
event the flow of Canadian crude oil into the 
United States is restricted or interrupted; 
(D) United States domestic investments geared 
Strictly to transportation, refining’ and mar- 
keting of Canadian oil under long-term contracts 
consistent with existing foreign trade policies 
of the United States should not be impaired or 
wiped out or otherwise discriminated against 
in favor of domestic investments geared to 
domestic crude oil; (E) Canada is a net importer 
of petroleum products from the United States 
and, (F) Trade relations and diplomatic re- 
lations with our excellent land neighbor to 
the north should not be further strained; and, 
be io arenes 

"RESOLVED, That the Clerk of the House be 
directed to transmit a copy of this Resolution 
to the two Senators from Texas and to each 
of our Representatives in Congress and that we 
hereby urgently request their full cooperation 
and support in this proposed legislation so 
important to Texas. 


Wilson of Young. 


Lee Talasek McIlhany 

Stroman Zoranek Yezak 

Parish Glass Tunnell 

Walling Holstein MecCoppin 

Hutioxr Moore of Harris Bullock 

Day Sadler Thurmond 

Byrd Shackelford Wilson of Potter 
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TORONTO, ONTARIO 


ANGUS, STONEHOUSE & CO. LTD. 


Hooks Bass Blanchard 
Mays Huebner Johnson 
Parsons Korioph Jackson 
Blaine Jones Holman 
Shannon of Richardson Kothmann 
Erath Burkett Dugas 
Jamison Stewart Coley 
Armor Huffman Ferrell 
Turman Goetz Kennard 
schram Shaw Cowen 
Hensley Bishop Fenogilio 
Terrell Latimer Roberts 
Crosthwait Myatt schwarts of 
ReLLy Heatly Washington 
SCnwWwareZ wor. Murray Hutchins 
Galveston Cloud Dungan 
Hollowell Wonlford Bryan 
springer Cox Mullen 
Green Bell Balilman 
Osborn 
Speaker of the House 
i hereby certaty that 
Hoek. NOs, 25. was, adopted: by 


the House, 
November ll, 
voce vote. 


as amended, 


LoD; 


on 
by a viva- 


"Dorothy Hallman" 
Chief Clerk of the House”. 


-~--EXHIBIT NO. R-15-5: RESOLUTION Hie nw aoe S79; 
ADR ames a 
---EXHIBIT NO. R-15-6: Resolution Toh wow, 
November 11, 1957. 
The amendment was identical to the reso- 
Luton. 
Tt is not completely a one-way street in 
Texas that everyone is objecting to Canadian oil 


imports. As a matter of fact, based upon my contact 
with the independent oil producers in the States and 
even though they have exerted tremendous pressure 


upon the Administration all the way along to restrict 
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3216 
ee oe 
erude oil imports, I can say that I have discussed the 
Canadian crude oil import situation with the officials 
of the various trade groups applying the pressure, and 
all of them have told me repeatedly they would have 
no objection whatsoever to complete exemption for 
Canadian crude oil, either in legislation or in action 
taken by the President. They said they are not in 
a position to urge that. It would weaken the efforts 
they are trying to accomplish. They would not oppose 
it. So there 1s that atmosphere that we hope during 


Gie tenes! analysis to help. us to obtain. a fair amport 


| policy as far as Canadian oil imports are concerned. 


THE CHAIRMAN: Would it be a fair statement 
to say a fair portion of those independents in Texas 
are also interested in oil in Canada? 


MR, SANDLIN: Yes. 
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MR. SANDLIN: Yes, that is true in some 


cases but I would say that most of these people who 
are exerting the greatest pressure are not at the 
present time interested in production in Canada. 

Of course, many of them have told me they 
would like to have something up here and if I could 
find a place for them to go they would be very happy 
to be here, and I am sure their attitude then would 
be different; cut that is so in some cases. 

Also, on behalf of Great Northern Oil 


Company -- 


THE CHAIRMAN: Just a second, please. 
Would you have any objection to those two resolu 
tions going into the transcript? 

MR. SANDLIN: No. I would be delighted. 
I don't have but just the two copies but I would be 
delighted to tender them. 

THE CHAIRMAN I think if we could have 
the whole thing put in as an Exhibit and then the 
Reporter could copy the whole thing into the trans- 
eript, you see, that would be better. 

MR. SANDLIN: Fine. 

THE CHAIRMAN: Now we will have to mark 
them, I think, or we will get into trouble, Mr. 
Patterson. 

MR. PATTERSON: Yes. If I could have 
them to describe them for the record for a moment. 

THE CHAIRMAN: And I am including the 
preamble as well as what you read. 

MR. SANDLIN: I would be delighted. I 


have extra copies in my office in Houston. 


THE CHAIRMAN: It will go into the trans- 


cript, if we do it that way. 
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MR. PATTERSON: Might the resolution en- 
titled H.S.R. No. 379 be marked as Exhibit R-15-5 
and the one entitled H.S.R. No. 25 be marked as 
Exhibit R-15-6. 
2=SEXHIBI® NO. cR=15-5s Resolution. H.S¢R. No. 379 


of the House of Representa- 
tives of the State of Texas. 


---EXHIBIT NO. R-15-6: Resolution H.S.R. No. 25 
of the House of Representa- 
tives of the State of Texas. 

MR. SANDLIN: Also I have before me three 
statements which we filed on behalf of Great Northern 
Oil Company, two with the Office of Defence Mobili- 
zation and one with the President and a fourth which 
incorporates the program which we recommended recently 
to the President and Cabinet Committee and which is 
still before them for consideration in the event 
that they determine that the current voluntary pro- 
gram will not work, and they have told me in that 
event they will consider this plan very seriously 
as a part of the program. 

So it occurred to me, in presenting our 
total picture here to the Commission, that reading 
these statements will accomplish two purposes: it 
would show the Commission, in some more detail than 
I have in the submission, our program from the well- 
head to the output side of the refinery, and also how 
we are tied into U.S. Government policy with respect 
to the program, so, at the expense of being a little 
lengthy, I can start this; but if for any reason the 
Commission do not want to hear all of it, I would be 


glad -- 
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THE CHAIRMAN:, I think the Commission 
Will be very glad to hear it. However, we are 
faced witha question.of.time, It is LA el yale. 

I think probably we should adjourn for lunch and 
reassemble at 2 o'clock. 

MR. SANDLIN: That suits me fine. 

THE CHAIRMAN: I would imagine, from what 
I can see, that that is 3 or 4 pages. 

MR. SANDLIN: Actually, they are rather 
lengthy. I have one that is 6 pages and another 
one that is 9. I did not have in mind reading one 
of them, although I would tender it, because there 
is so much duplication in one of them; so I would 
suggest reading two and then the Letter of trans- 
mittal in connection with the program that we ieee 
and let that be a part of the record, because I. 
would think it would be rather technical to go into 
this plan as far as reading it here; but, for your 
record, I could say some of the provisions incor- 
porated there were drafted after numerou” discussions 
with Members of the Cabinet Committee, so at least 
you would have some idea of the direction in which 
they are thinking, if this policy is changed. 

THE CHAIRMAN: ‘Then suppose we do that as 
soon es we reassemble after lunch. 

MR. SANDLIN: Fine. 

THE CHAIRMAN: In the meantime, we will 
adjourn until 2 o'clock, 


---Whereupon the hearing adjourned at Le eels 
until ecDai 
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ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


---0n resuming at 2.00 p.m. 


THE CHAIRMAN: Gentlemen, tne Commission will 
aow resume its nearing. Mr. Sandlin, I think you were 
goiag to read that memorandum or letter. 

MR. SANDLIN: Yes, I have two or three I 
would like to tender. 

THE CHAIRMAN: Very well. 

MR. SANDLIN: Mr. Chairman,if I may, before I 
Start reading I would like to nake one minor correction 
in tne submission this morning whico was cailed to ny 
attention by the president of the Great Northern Oil 
Company. I referred to the maximum capacity as 
33,000 barrels oer calendar day; I should have stated 
33,000 ver stream day. It is a technicality. 

THE CHAIRMAN: Wnat do you mean by that; does 
that omit Sundays: 

MR. SANDLIN: The stream days are the number 
of days that the refinery actually ruas. In other words 
la the course of a year the refinery would have a turn- 
around to make repairs and adjustments; then you wiil 
nave stoppages, maybe, for half a day or two or three 
days in the course of a year so your annual through- 
put is reduced from a calendar day to wnat we call a 
stream day basis. 

THE CHAIRMAN: Fine. 

MR. SANDLIN: At first I have a letter dated 
November 1, 1956, written on the letterhead of Great 
Northern Oil Company and addressed to 

Mr. Arthur S. Flemming, Director 
Office of Defense Mobilization 


Executive Office of the :resident 
Washington 25, D. Cc. 
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ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


Dear Mr. Flemming: 

We submit this Supplemental statement for 
the official record of the hearing on oil imports 
before the Office of Defense Mobilization which 
commenced on October 22, 1956. 

We nave carefully considered the recommenda- 
tions of tne Presidentiai Committee on Energy 

Supplies and Resources Policy set forth 
ia your statement before the nearing. We firmly 
believe that the objectives of the Committee 
can be and will be acnieved by individual volun- 
tary action of the importers with proper safe- 
guards for new oil importers. 

Oil imports siace 1954 have exceeded only 
slightly the 1954 relationship recomnended 
by the Committee, particularly when increases 
over the 1954 relationship in District V are 
excluded, as they shouid be, as having ao sig- 
nificant bearing on tne dispute over imports. We 
fail to see, therefore how the Petitioner. 
the Independent Petroleum Association of America, 
before this hearing can in all fairness condemn 
voluntary cooperation that nas resulted in sub- 
stantial compliance with the 1954 relationship 
as a basis for inviting Federal control of the 
domestic oil industry tnrough means of quota 
restrictions on oil imports. Surely, the critics 
of voluntary cooperation understand tnat tne practi- 
cal administration of quota restrictions on in- 


ports would involve Federal control of produc- 


tion, distribution and price of domestic crude 


oil. Further, it is almost lacoaceivable that such 
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critics would expect our Government to take any 
formal action against importers for minor in- 
fractions of the 1954 recommended yardstick wnea 
such actior would violate so many agreements 
made in good faith with otner nations and would 
uadermine our relations wita many peace loving 
aations of the world. 

Siace we are importers of Canadian crude oil 
only, we desire to emphasize particularly the 
soundness of the Committee's recommendation and 
your announced policy of exempting petroleum 
imports from Canada. We feel strongly that from 
the standpoint of national security tne Govern- 
ment of the United States should treat crude oil 
reserves in Canada as .-danestic reserves for 
the reasons tnat Canada is our friendly land 
neighbor to the North and such crude oil reserves 
snould be availabie to the United States by 
pipe line in tne event of enemy attack. Further, 
Canadian crude oil reserves and our domestic 
crude oil reserves are a part of tne common de- 
fense program between the United States and Cana- 
da as is evidenced by "A Statement of Principles 
for Economic Cooperation" entered into by Canada 
and our Goverament ia 1950. 

Testimony offered at the hearing oa behalf 
of the Independent Petroleum Association of 
America even supported the proposition with re- 
spect to Canadian crude oil that the political 
climate, the petroleum laws and regulations, the 
geographical consideration aad our mutual de- 


fease plans clearly justify differeatial treatment 
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of petroleum imports from Canada in making 
determination of tne sole question before you 
under Section 7 of tne Trade Agreements Exten- 
sion Act, namely, whetoer you have reasoa to 
belleve tnat the oil import situation is such 
as to constitute a threat to the national 
security of the United States. 

The remainder of the testimony offered on 
behalf of Petitioner with resoect to tne ills of 
the domestic industry nad one underlying theme, 
to-wit, a plea for a substantial increase 
in the price of domestic crude oil. We greatly 
favor an increase in the price of domestic crude 
oil, partilcularly in view of the fact that the 
orincipal stockholders of our Company are sub- 
stantial producers of domestic crude oil. 
However, we suggest that toe Office of 
Defense Mobilization is not a proper forum for 
such aa objective and further that the 
domestic producers comprising the membersnio of 
Petitiorer would not be happy with prices fixed 
by tne Federai Government for tneir crude oil 
oroduction and neitner would tney be napoy with 
Goverament directives determiniag the distribution 
of their oroduction. We submit, therefore, that 
Petitioner woolly failed to establisn any causai 


eonnection between the ills of the domestic oil 


industry and oil imports to date and certainly 
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failed to make any showiaz that our national 
security has been biveatened or 1s about to be 
threatened as a result of the present levei of 
imports. 

we gstrong.y Oppose any policy of our Govera- 
ment woereby tae fiow of oil imports iato the 
United States, more particularly from Canada, 
would be restricted or interrupted by Executive 
Order or otherwise. If, however, for any reason, 
not now Known, tne policy of tne Goverannent of 
the United States snou.id be to impose restrictions 
on the importation of crude oil, inciuding Cana- 
diana crude oii generally, we urge you to coasid- 
er the case of Great Nortaoera O11 Company as 
@ special case within a special case for the 
good and valid reasons woich we wili nereinafter 
emonasize. 

We own aad operate an oil refinery at Pine 
Bend, Mianesota, whico was built to process Canad- 
dan crude oil, principaliy medium lignt gravity crude 

oil of hign sulphur aad nigh asphait content fra the 
Province of Saskatcnewan. wnile sucn refinery 

has been in operation since October, 1955, we 

have not yet completed the construction of it. 
However, it nas beea substantially completed 

and with the betterments which are now being 
installed, we anticipate thatthe design capacity 
will enable us to orocess the crude oi! which 

we have coitracted to purcnase. 


Our refinery was built at a cost in excess 


of $25,000,000 under Necessity Certificate No, 
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TA-NC 3063 issued by the @ffice of Defense 
Mobiiization as amendéd June 17, 1954. we 
originally coatracted to purcaase on a long 
term basis a source of supply of the above 
described erude oii in, quantities qual to 
tweaty thousand barrels per calendar day begin- 
qing January 1, 1956. and we becane committed 
to sell under long term contract substaatial 
quantities of products to be manufactured by 
the refinery. The financing of the refinery 
tarough equicy capital, commercial bank loans 
of $19,000,000 and the sale of subordinated de- 
bentures in the amount of $3,700,000 was made 
possible by tne following: 

(a) The Necessity Certificate above 
referred to; 

(bo) Tne assured source of supply of Cana- 
dian crude; 

(c) The assured market for a substantia. 
portion of our refined products; 

(d) Availability of the pipe line facilities 
of South Saskatchewan Pipe Line Company extending 
from the Fosterton Area in Saskatchewan to Regina 
Saskatchewan, where such pipe line system connects 
wito toe Iaterprovincial Pipe Line System; 

(e) The availability of tne pipe line facili- 
ties of the Interprovincial Pipe Line Company aad 
the Lakenead Pipe Line Company, Inc.. from Regina 
to Clearbrook, Mianesota; and 

(f) The availability of tne pipe line 
facilities of Mianesota Pipe Line Conpany from 


Clearbrook to our refinery. 
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We are advised tnat tne aggregate costs of the 
pipe Line systems of South Saskatchewan Pipe 

Line Company aad Minaesota Pive Line Company are 
in excess of $25,090 000, thus making tne total 
cost of tne refining and pipe Line facilities 

all geared to tne purcnase, transportation and 
refining of Canadian crude oil, in excess of 
$50,000,000. We furtner understand that the 

pipe line facilities of Minnesota Pipe Line 
Company were constructed under Necessity Cer- 
tificate) Nom TANG. C7331 issued by the Office 

of Defense Mobilization. Of course, tne foregoing 
cost estimates do not inc-.ude toe substantial 
favestmeats made by the producers aid seliers 

of. the crude oid.in exploring for aad in. develop- 
iag tne source of supply of Canadian crude for 
our refinery. 

Due to the lag in production of tae medium 
light gravity crude oil of hign suiphur and nigh 
asphalt content ia Southwest Saskatcaewan 
woich we agreed to purcnase o1 a tong term basis 
in quantities equai to twenty tnousaad barrels 
oer day beginning January 1, 1956, as aforesaid, 
we were compelled to seek additional sources of 
crude oil of such quaiity and gravity in tne 
Province of Saskatcnewaa (a) to meet the through- 
put requirements of our refinery to an extent approa- 

ching desiga capacity, (b) to enable us to meet 
our debt service to tne Banks and the debenture 
holders and (c) to realize a reasonable return 
to our stockholders on their investment. Furtoer, 


such additional crude oil was needed to orovide 
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throughputs for tne pipe line systems of Soutn 
Saskatchewan Pipe Line Company in Saskatchewan 
and Mianesota Pipe inne Company ia Minnesota 
which our principal stockholders were instrumenta: 
in constructing as tne necessary transoortationa 
facilities for the movement of the crude oil to 
our refinery in conjunction wita tae pipe line 
facilities of Interprovinciai Pipe Line Company 
and Lakehead Pipe Line Company, Inc. Accordingly, 
we have contracted to purchase from Sask- 
atchewan producers on a long term basis addition- 
al sources of supply of medium iignt gravity crude 
oil of high asonalt and nign sulpour content in 
quantities up to fifteen thousand barrels per 
day beginning October 1, 1956, thereby making our 
total coitract commitments for tnis quality and 
gravity of crude oil a maximum of toirty-five 
thousand barreis per day on a long term 
pasis,all of sucno crude oil to come from the 
Province of Saskatchewan, Canada, in the Foster- 
toa, Dollard and Midale Areas. 
We desire to emphasize here that Canadian 
crude oil is tae only economical source of 
crude oil for our refinery; that witnout suca 
crude our refinery would nave to shut down; and, 
that fron the standpoint of national security 
our refinery and underground pipe line facilities 
tied to it are important facilities on the 
jorthnera border of tre United States, useful 
for air defense ia the event of enemy attack 
on this country coming over tne Po.es. 


It follows from what we aave above stated 
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that if the flow of Canadian crude oil to our 
refinery were restricted or interrupted or re- 
stricted by Executive Order of the President 

or otherwise, we could expect the following results: 

(1) The investments of our stockholders 
would be impaired and possibly wiped out; 

(2) Our loaas with commerciai banks, 
to wit, The First National Bank of Coicago, 

The Chase Manhattan Bank and The First National 
Bank of Saint Paul and the investments of the 
holders of our subordinated debentures would be 
placed in jeopardy; 

(3) The Government of the United States 
would have failed to stand behind its Necessity 
Certificates issued to Great Northern Oil 
Company for the construction aad operation of 
its refinery at Pine Bend and to Minnesota 
Pipe Line Company for the construction and 
operation of its pipe line systen in the State 
of Minnesota. ail geared to Canadian erude oil; 

(4) The national security of the United 
States would be impaired to the extent that such 
actioa would tead to deny our aation accessib- 
ility to Canadian crude oil reserves in time 
of aational emergency tarough a whole pipe 
line system connecting Canada with tne Twin 
Cities area of the United States by a safe uader- 
ground conduit, to-wit. an efficient crude olilpipe 
line system; and 


(5) Trade relations with our excellent 


land neighbor to tne North would be strained. 
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Therefore, we urge witn all of our powers of 
persuasion tnat tnecase of Great Northern O1l 
Company is a special case within a special case 
in tne event for any reason the policy of our 
Goverament woaich now exenpts Canadian oil 
imports snouid be changed by formal action or 
otnerwise so as to interrupt or restrict in 

any manner tne fiow of Canadian oil imports 
generaliy Lato tne United States. 

Agaia, we desire to commend you for your 
decision in accepting the conclusions of the 
Presidential Advisory Committee on Energy Supplies 
and Resources Policy with respect to tne excep- 
tion of crude o11 of Canadlan ortgin. We urge 
you, toerefore, to deny the petition of the 
Iadepeadeat Petroleum Association of America 
and ia the interest of nationai security to 
continue to except crude oil of Canadian origin 
from statistics of oil imoorts to the United 
States with respect to any action which you may 
take or any recommendatioa whicno you may make 
in tne discharge of your duties and responsibili- 
ty uader toe Trade Agreements Extensioa Act of 
BUDO 

Siacerely yours, 
Marlin E. Saadlia 


Vice President aad 
MES fen General Couasel 
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filed, on behalf of Great Northern Oil Company, 
on May 16, 1957, addressed to Honorable Gordon 
Gray, Director, Office of Defence Mobilization, 
Executive Office of the President, Washington 25, 
D. C., a letter which embodies substantially the 
Same language, restating our case in view of the 
fact that Mr. Gray had, as Director of the Office 
of Defence Mobilization, made a finding that oil 
imports were then being brought into the United 


evates in quantities which, in his opinion, 


| threatened the national security, so I would like 


32350 

ten cole 

MR. SANDLIN: (continuing) We later 

TO wenger this lecter, but I think it 48 mot nec- 

essary to read it in view of the fact that it will 

bea duplication. 
THE CHAIRMAN: Thank you. May we mark 

that as an Exhibit? 
MR. PATTERSON: Might the letter addressed 

to Mr. Gray from Great Northern Oil Company, dated 


May 16, 1957, be Exhibit R-15-7. 


-~--EXHIBIT NO. R-15-7: Letter dated May 16, 1957, 
from Great Northern Oil 
Company to Director of the 
Office of Defence Mobilization, 
Washington, D.C. 

MR. SANDLIN: We later filed with the 
President, on behalf of Great Northern Oil Company, 
a letter dated July 19, 1957, on this same subject, 
and I might say here that I believe this letter has 
enough -- I think its approach is quite different 
to the one I previously read and would be pertinent, 


in view of the fact this letter was filed only a few 


days before the President formally approved the 
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PaLetany import program and part of the program 
adopted was reviewed with the Committee writing 
that program after this letter was filed. 

The letter reads as follows: 

"The President 

The White House 
Washington, D.C. 
Dear Mr. President: 

This will supplement our letter of May 16, 
1957, t0 HonoraplesGordon Gray, Director of the 
Office of Defense Mobilization, on the subject of 
crude oil imports which we understand Mr. Gray has 
passed to you for consideration in connection with 
the investigation which you are now making to det- 
ermine whether impairment of the national security 
is in fact threatened by the present level of crude 
OLL) inpor ts: 

We reiterate that we are strongly opposed 
to any policy of our Government whereby the flow of 
crude oil imports into the United States would be 
interrupted or further restricted by mandatory action. 
Therefore, in addition to the facts and arguments 
presented in our letter of May 16, 1957, above re- 
ferred to, we desire to urge the following points for 
your serious consideration, to-wit: 

(1) While the delegation of power by the 
Congress to the President under Section / (ob) of the 
Trade Agreements Extension Act of 1955 is probably 
without parallel in its breadth, such power can oe 
exercised with respect to crude oil imports only 
upon the finding by you that crude oil is being im- 
ported into the United States in such quantities as to 


threaten to impair the national security. 
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(2) If, on the basis of your investigation, 
and the report to you of the findings and recommenda- 
tions made in connection therewith, you determine that 
action is necessary to make an adjustment downward of 
crude oil imports to a level that will not threaten 
to impair the national security, we most respectfully 
submit that such imports can be effectively limited 
by a definitive plan for, individual voluntary action 
of the importing companies: 

(3) If, however, you determine under the 
circumstances set forth in Paragraph (2) above that 
mandatory action is necessary, we strongly recommend 
in such event that your executive order apply only 
to erude oil imports entering the United States by 
seagoing vessels of tanker design. 

(4) If you determine under the circum- 
stances set forth in Paragraphs (2) and (3) above 
that either voluntary-or mandatory~action is nec- 
essary in the interest of national security, we 
respectfully submit that our foreign policy should 
not require that our national security be subordin- 
ated to so-called "favored nation clauses’ in our 
reciprocal trade agreements with Venezuela or any 
other nation. 

Authority for Action 

As above stated, Section 7 (bv) of the Trade 
Agreements Extension Act of 1955 expressly author- 
izes the President to act if he finds that crude oil 
is being imported into the United States in such 
quantities as to threaten to impair the national 
security. However, as desirable as it may 
be to the recipients in the oil industry, no author- 


ity exists for the President to act to restrict crude 
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oil imports just for the sake of improving the 
health of the domestic oil industry. 

If all crude oil imports (except those 
flowing into District 5) were eliminated completely, 
the domestic oil industry would be materially aided 
put the current ills of overproduction and low market 
demand would still haunt us. At the same time, our 
national security would be severly threatened by an 
inadequate supply of crude oil, even for peace 
time consumption. 

Let us take a look at Texas for example. 

Due primarily to excessive production and 
low national market demand, Texas now has only 
thirteen allowable producing days scheduled for 
the month of July and this same pattern will prob- 
ably be set by the Railroad Commission of Texas for 
the month of August and for several months to 
follow, irrespective of any action taken with re- 
spect to crude oil imports. However, with its 
average daily production of crude oil and conden- 
sate of approximately 3,100,000 barrels for the four 
weeks ended July 5, 1957, Texas produced approximately 
80,000 barrels per day more oil for this period than 
it did for the sane period a year ago. Further, 
Texas has been producing about 30% more crude oil 
with fifteen allowable producing days than it pro- 
duced with thirty allowable days nine years ago 
and approximately 25% more than three years ago with 
fifteen allowable producing days. Further, according 
to statistics recently released by The Chase Manhattan 
Bank, since 1945, the average production per allow- 


able day in Texas has risen at the annual rate of 
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11.6% as compared to an annual growth of slightly 
more than 4% in domestic petroleum demand for the 
same period. | 

Now, with a very small increase (slightly 
over 1%) in the domestic demand for petroleum thus 
far in 1957, the increase in the domestic production 
alone is sufficient to create serious problems for 
Texas producers and all other domestic producers 
(particularly in view of the vast number of marginal 
wells in Texas and throughout the nation that are 
not subject to shutdown days at all) without any 
relation whatsoever to the crude oil imports and 
yet we know that within just a few years the fuel 

| energy demand in the United States will be so stag- 

| gering that our domestic production cannot possibly 
satisfy the needs for petroleum and we shudder to 
think of our national security in time of war without 

|| the availability of ample foreign crude oil as a tool 
of war to supplement our domestic reserves. 

From the standpoint of national security, 
it is of utmost importance, therefore, to consider 
that without about 30,000,000,000 barrels of proved 
crude oil reserves, the United States has only 15% 
of the estimated 200,000,000,000 barrels of proved 
reserves in the Free World today. However, our 
1956 domestic demand for petroleum of 8,800,000 
parrels per day required our domestic production 
in 1956 to reach 48% of the world's output and our 
domestic consumption to reach 56% of the Free World 
consumption. We must face up to the fact, therefore, 

| that unless miracles are performed in finding new 
crude oil reserves far beyond any record the domes- 


tic oil industry in the United States has yet attained, 
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| even when petroleum imports were in their infancy, 
our national security will be threatened in a big 
way within a very short period of time in the light 
of future fuel energy demand, unless we increase, 
not decrease, our crude oil imports. 

Based upon all long range forecasts of 
potential crude oil reserves and of fuel energy 
demand in the United States, it is our opinion 
that we are in a transition period where we are 
probably at the peak of our domestic producing 
potential in the United States, insofar as our 
ability to satisfy domestic demand is concerned and 
irrespective of how favorable the domestic atmos- 
phere is made for the exploration and development of 
domestic crude oil reserves with all of the financial 
resources and governmental subsidies that are or can 
be made available to the domestic oil industry. On 
this point, I would like to quote from the article 
"Buture Growth of the World Petroleum Industry" oy 
Kenneth E. Hill, Vice President, Harold D. Hammar, 
Assistant Vice President, and John G. Winger, 
Petroleum Economist, of The Chase Manhattan Bank of 
New York, which was presented before the American 
Petroleum Institute, Division of Production, Rocky 
Mountain District, Casper, Wyoming, Aprid Coy 95l. 
as follows: 

'We have predicted that domestic 
demand by 1966 will grow to approx- 
imately 14.3 million barrels per day. 
And we are now faced with this question: 
Is it plausible to believe that domes- 


tic production can continue satisfying 
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90 per cent of the nation's trem- 
endous thirst for o11? To achieve 
this objective and maintain our pres- 
ent reserve canacity, we would have 
to find one and a half barrels of oil 
for every Darrel produced. Based 
upon the demand outlook as we see it, 
cumulative consumotion of domestic 
crude oil in the next decade must 
total 38 billion barrels. Gross 
additions to reserves, therefore, 
would--ada up to 5f olllion barrels, 
That means we ought to find 4.5 
pillion this year and gradually 

poost our discovery rate up to 7.1 
biltwon wy 1906, “if recent drilling 
results continue, a total of 1.2 
million wells would have to be 
drilled in the next ten years, 
ranging from about 86,000 this year 
up to around 165,000 in 1966. 

'The magnitude of this program is 
staggering. And there ere practical 
reasons for suspecting such results 
eannot be achieved. Past experience 
raises doubts that she industry will 
be able to develop the locations or 
provide the funds to carry out such 
a plan. We must be ever mindful of 
a very basic difference between 


petroleum demand and supply. Demand 


— can grow indefinitely, being Limited 
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only by population, economic activity 
and competition. But the suppiy of 
petroleum remaining to be found con- 
stantly grows smaller. Often in the 
early days of the industry,when proc-~- 
wetlon was a fraction of the current 
rate, there was unfounded appreh«ncior 
that the nation wes running short of 
petroleum. Such fears stemmed prim- 
arily from doubt concerning the physi- 
cal existence of additional petroleun 
rather than the magnitude of erfrort 
to find and develop it. Sut today 
tHe situacion is entirely difrverenv. 
The volumes with which we are concerned 
now are enormous by comparison. fnd 
to expand the nation's productive 
capacity by 5 per cent each year for 
another decade poses problems which 
appear almost insurmountable. Zt is 
possible to visualize eonditions 
under which sufficient reserves of 
crude might be found for anotner ten 
years. But from the standpoint of 
national defense “he economic and 
political costs to the American 
people would far outweigh the advan- 
tages.'! 
Of course, it goes without saying that in 
the absence of an adequare source of supply of domes- 
tic crude oil, crude cil imports must of necessity 
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satisfy the market demand. 

The action taken by Honorable Gordon Gray, 
Director of the Office of Defense Mobilization, on 
April 23, 1957, applied to crude oil only when he 
stated in his memorandum to you as follows: 

‘Upon the basis of present imports 

and their trend over the last several 
years, together with forecasts of their 
trend in the next few months, I do 
hereby advise you, pursuant to Section 
7 of the Trade Agreements Extension 

Act of 1955, that I have reason to 
believe that crude oil is being im- 
ported into the United States ay Such 
quantities as to threaten to impair the 
national security.’ 

We submit, therefore, that in view OL the 
limitation of authority under which you are empowered 
to act, to-wit, national security, you are compelled 
to find, in our opinion, that no facts exist at 
this time which would authorize you or impel you to 
take any mandatory action to restrict the flow of 
crude oil imports into the United States in the 
name of national Security. 

Now, from the standpoint of the good health 
of the domestic oil industry, it may be that as 
President of the United States you should take the 
initiative to advocate higher crude prices and 
additional tax benefits as added incentives for ex- 
ploratory efforts to expand our domestic erude oil 
reserves. Further, from the standpoint of national 
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erude oil from domestic and foreign sources in 
substantial volumes over the next decade and store it 
in the ground in abandoned reservoirs to ve used as 

a tool of war for the purpose of national defense 

only in case of a national emergency. All such actions 
would certainly be in the interest of national secu- 
rity and would certainly be well received by the 
domestic oil industry. (Further, such actions do not 


calieror Pederal control of the, oil industry. 


Individual Voluntary Action 

We have advised Mr. Gordon Gray and we 
desire to repeat here that we firmly believe the 
objectives of your Advisory Committee on Hnergy 
Supplies and Resources Policy, which ovjectives 
appear to form the basis of the decisions reached 
thus far by you and Mr. Gray, can be achieved by a 
definitive plan for individual voluntary action of 
the importing companies with the proper safeguards 
for new oil importers. 

Mr. Arthur S. Flemming and Mr. Gordon Gray, 
upon their own initiative and oy direction from you, 
deserve much credit and commendation for their 
zood faith and untiring efforts thus far to work 
out a solution to the perplexing crude oil imports 
problem on a basis of individual voluntary action 
of the importing companies. However, in our opinion, 
there have been two elements lacking that would add 
strength to the individual voluntary approach. 

We suggest, therefore, that. 1f5.-00. the 
basis of your investigation and the report to you 
of the findings and recommendations maac in -connet- 


tion therewith, you determine that action is necessary 
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to make an adjustment downward of crude oil imports 
to a level that would not threaten to impair the 
national security, we most respectfully submit that 
such imports can be effectively limited to whatever 
extent you may consider necessary by a definitive 
plan for individual voluntary action of the impor- 
ters in which (a) you, or the Director of the Office 
of Defense Mobilization upon your direction, would 
recommend the adjustment that should 
be made by each importing company with respect to 
its present and future levels of crude oil 
imports, with reasonable safeguards for new oil 
importers and with adequate safeguards to prevent 
subterfuges by existing importing companies under 
the new oil importer classification, and concerning 
which (b) there would be given sufficient publicity 
to such definitive plan with respect to each iiport- 
ing company that the weight of public opinion 
would help make it work within whatever tolerance 
period would be set up to enable the adjustments 
to be made oy the individual importing companies. 
It is assumed, of course, that under this 
approach crude oil imports from Canada would retain 


their exempt status as they have in the past. 


Tanker Crude Oil Imports 
We believe all would agree that crude oil 
reserves availavle to the United States by under- 
ground pipe line facilities would be far more useful 
in the defense of this country against enemy attack 
than crude oil reserves available to us oy seagoing 


tankers in such a national emergency. Therefore, 
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from the standpoint of national security, sound 
strategical planning of the defense of this nation 
would, in our opinion, ann for no interruption 
or restrictions of any kind whatsoever that would 
either discourage the development of the crude oil 
reserves in Canada and Mexico or that would in apy 
way restrict the availability of such crude oil re- 
serves to the United States by underground pipe line 
in the event of an enemy attack, 

we recommend, therefore, that any mandatory 
action which you may deem necessary to take apply 
only to crude oil imports entering the United States 


by seagoing vessels of tanker design. 


Favored Nation Clauses 

We subscribe very strongly to the proposi- 
tion that the economic health, welfare and pros- 
perity of this nation depend to a great degree 
upon the continued success of the reciprocal trade 
program which has been so highly successful from 
the days of Honorable Cordell Hull down through ten 
highly successful years of operation of the General 
Agreement of Tariffs and Trade. We should say here 
also that it is almost ridiculous that the Congress 
has not yet authorized United States participation 
in the Organization for Trade Cooperation to strengthen 
and make more fully effective a businesslike adminis- 
tration of the provisions of the General Agreement 
on Tariffs and Trade, all of which is designed to 
enavle us to expand our export markets for all products. 

However, as much as we believe in the re- 
ciprocal trade program, we must in good conscience 


say that, in our opinion, the foreign policy of our 
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Government should not permit national security to 
be subordinated to any, trade agreement. Therefore, 
we very strongly urge that no action be taken, 
whether by an individual voluntary plan for action 
by importers of crude oil or by mandatory action, 
which would interrupt or restrict in any manner 
whatsoever the availability of crude oil reserves 
in Canada and Mexico to the United States through 
underground pipe line facilities in the event of 
enemy attack. If, therefore, there exist any 
agreements with Venezuela or any other nation that 
would be violated by a policy of the United States 
thus protecting its national security, we recommend 
that such agreements be renegotiated and that such 
action, whatever it may be, ve made to apply only 
to crude oil imports entering the United States 
by seagoing vessels of tanker design. 

we assume that there does not exist any 
trade agreements with the Middle East oil countries 
which would present any problem in the event our 
international policy is in effect made to allow 
discrimination in favor of our land neighbors, 
Canada and Mexico, from the standpoint of national 
security. We do understand, of course, the diplo- 
matic problems that would arise immediately, parti- 
cularly with respect to any mandatory action by the 
President, insofar as our agreements with Venezuela 
are involved. However, there is a very sound basic 
reason why Venezuela should not in its enlightened 
self-interest object to our discrimination in 
favor of Canada with respect to the policy of our 


Government on crude oil imports. 
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Canada now has a ready and continuing market 
in the Montreal Area for approximately 200,000 barrels 
daily of Venezuelan crude oil. If the United States 
were to impose either by a voluntary plan or by 
mandatory action any restriction (higher tariff or 
quota) against crude oil of Canadian origin, it would 
be reasonable to expect that Canada would retaliate 
by imposing an export duty or quota restrictions 
on its crude oil into the United States and by caus- 
ing its transcontinental crude oil pipe line system 
to be extended into the Montreal Area to enable 
the crude oil from the Western Provinces of Canada 
to supply the Montreal market. In such event, 
Venezuela would very quickly find itself without a 
market for the approximately 200,000 .barrels of 
crude oil which is presently being marketed in 
Eastern Canada without even considering the market- 
ing problems that would arise with the discoveries 
of additional crude oil reserves on the concessions 
that are currently being worked by new syndicates 
in the prolific oil bearing regions of that country. 
Venezuela should be compelled, therefore, from the 
standpoint of good business judgment, 
if for no other reason, to embrace any policy of our 
Government that would give preferred treatment to 
Canada with respect to Canadian crude oil imports 


into: the, Unitedw states). 


Conclusion 
We urge in conclusion that no mandatory 


action be taken vy you to further restrict the flow 


of crude oil imports into the United States. If, 
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however, you find that further action is necessary, 
then we urge you in the interest of national security 
to give preferential treatment to our land neighbors, 
Canada and Mexico, and to apply such action (of what- 
ever nature) against crude oil imports entering the 
United States by tanker only, notwithstanding the 
provisions of any trade agreement which would appear 
to transcend the inherent. right of our’ Government to 
adequately provide for the national defense of this 
COUITCLyY . 

Verw respectiully yours, 

Marlin E,. Sandlin 

Vice Preeidentand 

General Counsel." 

Do you want to mark that? 

THE CHAIRMAN: I do not think it needs to 
oe marked as an Exhibit, because you read it and 
SRW gO rigs in, 

MR. SANDLIN: Fine. Thank you. 

I next would like to offer a letter written 
on behalf of Woodley Petroleum Company to the Members 
of the President's Cabinet Committee who investigated 
erude oil imports, which carried with it the recommended 
plan of action which we submitted to the Cabinet 
Committee for consideration. 

As I previously stated, I would like to 
file this letter and the attachments, but I think 
the attachments are of a technical nature and, there- 
fore, if they became part of the record, they may be 
of some interest as you make your studies of the 


entire record and your recommendations later, 
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position with respect to the policy that was to 

pe followed by our Governinent in that we recommended 
that the President proceed to take mandatory action 
because of the tremendous increase in imports of 
crude oil from Venezuela and the Middle East coun- 
tries that were backing out on domestic production 
and threatening our whole domestic economy; but, 

at the same time, we continued to stress the impor- 
tance of exempting Canadian oils, for the reasons we 
have previously stated. 

Now, this letter is not as long as the 
others, .so/Limay.iread it. rather: quickly. Et ais dated 
March 10, 1958 and is addressed, "Dear Mr. Secretary, 
but it was written to all of the Members of the 
Cabinet Committee, including several individuals 
representing the Committee. 

THE CHAIRMAN: Would you give the date 
again? 

MR. SANDLIN: March 10, 1958. 

"Dear Mr. Secretary: 

We enclose herewith for your consideration 
a draft of an executive order providing for means to 
adjust imports of crude oil of foreign origin to 
levels which will not threaten to impair the national 
security together with a supporting memorandum. 

While the Voluntary Oil Import Program 
has been successful to date and has been aoly admin- 
istered by Captain M. V. Carson, Jr., a number of 
factors beyond the control of the Administrator and 
of the President's Special Committee to Investigate 
Crude O11 Imports have intervened which, as we view 


the situation, threaten to break down very rapidly 
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the achievements of this program and which, in our 
opinion, make an executive order establishing quan- 
tatacive controis.on crude oll of foreign origin a 
necessity in the interest of national security. 

Some of the pertinent points are: (a) our 
experience with the existing depressed domestic 
demand for petroleum products has proved substantially 
correct the conclusion reached in 1955 by the Cabinet 
Committee on Energy Supplies and Resources Policy 
that petroleum imports in excess of the 1954 relation 
endangers future domestic supply needed for national 
security; (bo) some of the importing firms have re- 
fused to comply with the quotas assigned them; (c) 
there are no standards fixed or which can be estab- 
lished by which equitable quotas can be determined 
with respect to new applicants in relation to the 
existing importers; and (d) a substantial increase 
in crude oil imports as reflected in new applica- 
tions made and to be made for quotas for distress 
erude oil, particularly from Venezuela, and the 
depressed domestic demand for petroleum 

roducts threaten a general breakdown in the crude 
oil price structure in the United States and a 
collapse of the domestic oil economy in all its 
phases. 

If we are to make a real effort to prevent 
a collapse of our domestic oil economy and to avoid 
legislative quotas or restrictions more vicious on 
all petroleum imports, the present situation calls for 
a prompt new approach, in our opinion, by executive 
order to (a) establish standards by which equitable 


jistribution of the total crude oil imports can be 
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determined for all applicants and (b) to reduce the 
total crude oil imports for reasons of national 
security from levels set in the voluntary program 
down to about the average relation of crude oil 
imports to domestic demand for the years 1954 to 1957, 
tncelusive.. ln this..connection, it is considered 
most desirable, if not essential, in our opinion, 
for this new approach to treat Canadian crude oil 
reserves as domestic reserves for purposes of 
national defense, and, in the interest of national 
security, to allow the free flow of such erudes OAL 
into the United States, whether by specific exemp- 
tion or by a formula designed to create the least 
unfavorable reaction by other nations. 

It seems clear to us that such courageous 
policy on the part of our government, determined to 
be in the interest of national security, would not 
do violence to our multilateral trade agreements 
with Venezuela and the M.ddle East Nations. Further, 
since Venezuela enjoys a substantial market for its 
crude oil in eastern Canada which would be cut off 
in the event Canada should move crude oll from 2ts 
western provinces to its eastern markets in re- 
taliation against Venezuela and the United States, 
Venezuela should embrace preferential treatment to 
Canada by the United States. The Middle Hast coun- 
tries cannot rightfully and in good conscience deny 
us the right to protect our national security or to 
strengthen western hemispheric defense. 

In view of the deterioration that has 
occurred in the domestic industry, Congress is not 


likely to be satisfied unless a program is announced 
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promptly designed to restore and to maintain the 1954 
relation (or substantially so) of petroleum imports 
to\ domestic demand, at least with respect to crude 
dlieen ouch aeproecram,, with,.efifective, penalties. for 
violation, can be announced and placed into effect 
promptly by the President under Section (7) (0) of 
the Trade Agreements Extension Act of 1955. Delay 
in announcing such a program will create more pres- 
sure for specific regulation of all petroleum imports 
by Congress. Prompt action by the President on the 
other hand will greatly improve the prospects for 

the passage of the Trade Agreements Extension Act 
sought by the Administration because it will show 
that the President can and will deal with situations 
that constitute a threat to national security. 

If we can advise with you further regarding 
the subject matter of the enclosures, we stand ready 
to do so and to assist you in any way that we poss- 
ibly can to formulate a crude oil imports program 
designed to prevent further deterioration of the 
domestic oil industry in the interest of national 


security." 
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MR. PATTERSON: I think we had better file 

that letter as we have already filed the others. 

This is a letter from Woodley Petroleum Company dated 

March 10, 1958 addressed to Mr. Secretary, which 

would become Exhibit R-15-8. There are attached to 

it a draft of an executive order and comments of a 

proposed executive order which may be part of the 

Same exhibit. 

-~--EXHIBIT NO. R-15-8: Letter from Woodley Petroleum 

fer, ORT or eye Company dated March 10, 1958 

addressed to Mr. Secretary, 
and attached thereto draft of 
executive order and comments 
of proposed executive order. 

MR. SANDLIN: By way of additional sta- 
tistics I verified, a few days ago, that the imports 
into the eastern part of the country from Venezula 
last year were in excess of the 200,000 barrels that 
I commented on. In other words, crude oil from 
Venezuela in 1957 averaged 232,000 barrels per day, 
and products 4,000 barrels per day; so that repre- 
sents a marked increase in Canada. 

THE CHAIRMAN: L was interested in the 
remark you made that Canada might retaliate by ship- 
ping oil from the West to the Montreal market. Do 
you think that is a fair way of putting it? 

MR. SANDLIN: Of course, maybe it is 
not a fair way to express it, insofar as Canada is 
concerned. Of course, my objective there was to 
try and get the point over with our own government 
that that is possible, and I was interpreting that 
if Canada did so, if by a national policy, shall we 


say, they subsidized a crude oil pipeline from 
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Western Canada to Eastern Canada and created a market 
for Western crude oil, that action would probably be 
taken only because of the fact that markets in the 
United States were restricted in the meantime or 
threatened to be restricted and, therefore, you were 
acting in your own self-interest to protect a long- 
range program. 

THE CHAIRMAN: Let us think about that 
for a moment: I am not advocating one course or the 
other, but I am trying to bring out the facts. Most 
of the material which you read to us is based on the 
national security of the United States. 

MR. SANDLIN: Yes: 

THE CHAIRMAN: And in that you say the 
national security of the United States, and you re- 
peated it several times, would be imperilled if there 
were hostilities by reason of the water carriage of 
oil by tanker. Would not those same considerations 
apply to Canada? 

MR. SANDLIN: You mean, in other words, 
you need those imports? 

THE CHAIRMAN: In other words, would we 
not be as vulnerable to tanker losses in the event of 
hostilities in being dependent upon bringing in all 
oil by tanker from, let us say, wherever it is coming 
from as the United States would be? 

MR. SANDLIN: In other words, if you are 
depending upon that as a source of fuel energy? 

THE CHAIRMAN: But are we not today in 
the Montreal market? 

MR. SANDLIN: Yes, in the Montreal market 


you are depending upon the sea-going tanker 
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Dirimarviy lor your source of crude. 

THE CHAIRMAN: Yes, you said 233,000 
parrels a day. 

MR. SANDLIN: But from your standpoint, 
if it came down to a point where you had to build, as 
a matter of national defence, a pipeline across 
Canada you could do so as we did; we built a little 
inch pipeline in the United States for products during 
the last war. Of course, it would be greatly sub- 
sidized; it would be an emergency. When I mentioned 
a retaliation policy by Canada against the United 
States policy, I was thinking in terms of a peacetime, 
ordinary, good business operation. In order words, 
a pipeline built in an absolute national emergency, in 
my judgment, would require -- I mean from the west to 
the east in Canada -- would have to be subsidized sub- 
stantially in one of several different ways. Either 
in the way of cash outlay, making the pipeline pos- 
sible and probably have a reduced wellhead price which, 
again, would be a way of subsidizing, to an extent, 
of producers and provincial governments. As a matter 
of economics, oil should normally flow to its natural 
market in a way that the highest wellhead price can 
be paid with the lowest cost of transportation and 
making for the best trade in the development of the 
industries concerned, and to me, and to us I should 
say, to me and my associates, we regard the Great 
Lakes market in the United States as a natural mar- 
ket for Canadian crude, and also we regard the West 
Coast as a natural market for Canadian crude because 
it is accessible, and because of the cost of trans= 


portation a higher wellhead price can be achieved. 
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Therefore, we feel that our government should allow 
those natural markets to exist and should not take any 
action to interfere with those imports. 

THE CHAIRMAN: Following what you are say- 
ing to a practical conclusion, would you not shut down 
most of the domestic production in the United States? 
That is, as the cheapest crude and the oil moving to 
its natural market from the point of view of price 
based on economics. 

MR. SANDLIN: Of course, I know there 
would have to be some reasonable limitation down the 
line. When I say free flow, I am assuming for the 
years ahead the markets will not justify the building o 
pipeline facilities into any other than these concen- 
trated areas where the pipelines now exist and, 
therefore, when you say the oil will move -- in other 
words, if you will allow the free flow of oil competi- 
tion will take care of the rest of it by nominations 
and demand. In other words, it would be more economi- 
CAleeforsthisseid toeet into the upper part of the 
West Coast of the United States or the entire West 
Coast than oil from the Western part of Texas or the 
mid-continent area. 

THE CHAIRMAN: Looking) at that realis- 
tically, thet, wile nots happen. \eit time, I suppose, 
we will have figures given to us to demonstrate that 
Canada has, at the present time, a surplus of proven 
oil reserves. I am assuming that from discussion 
and, consequently, presumably there is Olds) (FO.-export ; 
whether or not that will happen is another matter, 


but assuming that is so, do you think iv is realis- 


tic to think in terms of Canada being able to export 
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to the United States all her suplus oil? 

MR, SANDLIN: ido not think) ai: ts 
reasonable to assume, no, that the United States market 
will absorb all of it, but my main point being to the 
extent to which the United States market can and is 
Willing to absorb Canadian oil, it should be free to 
do so. In other words, there should not be government 
restrictions that put road-blocks in the way of nomin- 
ations being made by refineries in the United States 
for Canadian oil if those refiners prefer to process 
Canadian oil in preference to oil in the United States, 
or from other sources. But I agree with you, I do 
not think that Cinada could expect, certainly not with- 
in a short-range program, to find a market in the 
United States for all of the surplus crude; but I do 
think Canada would like to know to the extent the peopl 
will buy, and that there is nothing to interfere with 
the movement of that oil. 

THE CHAIRMAN: It has been suggested, 
of course, Canada should bring her oil east for the 
very reasons that you give as to why there should 
be restrictions except within the special cases. In 
other words, on the basis of national security, that 
would affect the importation from Venezuela. 

MR. SANDLIN: That would blackout the 
Venezuela crude in the east. 

THE CHAIRMAN: In the event that Canada 
did not do that, -- let us approach it another way. 

In the event that Canada in not having crude from 
her own resources available in the most highly 
industrialized sector of our country, and in the 


event of hostilities the inability to get oil by 
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tanker, there would be no other source of oil in Easter 
Canada. 

MR. SANDLIN: In Eastern Canada, that is 
right. You would be compelled, as an emergency, just 
as we did in the United States in the big instance, of 
building little inch lines in very short order -- to 
build a line from Western Canada to Eastern Canada. 

THE CHAIRMAN: Leaving out the emergency 
basis: I agree with what you say, but leaving out the 
emergency basis and putting it on the straight basis 
of development of oil and other developments in Canada 
as.a means,.for finding a market which, I think, you 
will admit will not be found for all her surplus 
proven reserves now existing, do you say you would 
only build such a line in an emergency? 

MR. SANDLIN: I am sure I did not make my- 
self clear. IT am speaking in terms now of the known 
producible reserves when I said that pipeline would 
have to be subsidized so highly at this time. I did 
not mean that would not be a good project later down 
the line. In other words, I can see, in a relatively 
short time, Saskatchewan and Alberta going forward 
with their development programs where there would 
be suifileient quantities of oil in exeess of the pre- 
sent market demand where you would either have no 
choice or else you would be able to transport large 
enough quantities that it would be economically 
feasible to go ahead and finance and build a line. 

THE CHAIRMAN: I am sure we will have 
figures given to us, but I am taking advantage os 
your being president and picking your brains from 


the point of view of your experience and knowledge. 
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We have not had those briefs presented to us yet, but 
I am sure there will be submitted to us that it would 
cause further development for oil and gas industries 
in Western Canada, and even if not on the face of it 
economically sound, would result in a great benefit 
encunetiondal security) sovthat’ ite» should bésdones 
Would you not agree that such a market opened up of 
200-odd thousand barrels a day, or whatever it is, 
would greatly stimulate the production, at least, the 
exploration for oil in the western provinces? 

MR. SANDLIN: There is no question about it; 
I quite agree. While I am not an expert on the subject 
certainly, and have not made any research on it or had 
anyone make research for me of the producibility of 
the reserves in Alberta and Saskatchewan, it has been 
my impression that there is not sufficient oil now 
that could be produced even if you produced all outlet 
to full capacity to make this project to the East 
economically feasible, unless you take our oil that 
is going into the Twin Cities and take oil that is 
going to the West and dedicate it to the line. 

MR. BROCKELBANK: Mr. Chairman, could I 
interject a question here that I would like to ask 
Mr. Sandlin? 

THE CHAIRMAN: Certainly. 

MR. BROCKELBANK : This is following up 
the question that would be given to exploration. 
A market opened in our natural economic area in the 
Lake States will, also, certainly give incentive for 
exploration. 

MR. SANDLIN: That lis carreco. 

MR, BROCKELBANK: And under the present 
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immediate circumstances, do you think it is on a par 
or even more important.than the talk of a Montreal 
market, going back to the price in the field. 

MR. SANDLIN: Naturally I believe, 
based upon my little knowledge of the total picture, 
that our wellhead prices will be achieved for the 
immediate future, as far as we can see ahead by expan- 
ding markets in the Great Lakes area, because you are 
Gleser “tome wellhead and I believe that’ TPsericht, 

I think the interests of the oil industry and the 
provinces, as the owners, would be best served by ex- 
ploring, I mean to the nth degree, all of those 
natural markets before you would resort to this other 
program. Thav iS 3use my judemenc abou “te. 

THE CHAIRMAN: There is the other side of it, 
also.’ As <P understand it, it would be far better to 
have the big portion of these oil reserves left in the 
ground for emergency and utilize off-shore oil crude 
in the meantime. 

MR. SANDLIN: Of course, that has been an 
argument that has been advanced in the States also. 
The argument on the other side, that is in rebuttal 
to that argument, unless you keep finding new reserves 
then allot a sudden,” you find that people wilt “lose 
interest in finding any at all. It is hard to say 
we are going to leave it in the ground; you have to 
keep finding. 

THE CHAIRMAN: To the extent of my 
limited knowledge, and according to one of our ad- 


visers, I think there is some misunderstanding be- 


tween us on the present-day potential reserve surplus 


of oil in Western C.nada which amounts to, approxi- 
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mately, 400,000 barrels a day at the moment in excess 
of what we are utilizing and exporting. 

MR. SANDLIN: As=lI told you, have not 
made any study of that, but my general impression was, 
and I am talking about producibility, or are you 
Soeaking in terms or producibility in ‘barrels? 

THE CHAIRMAN: I'think that is correct: 

MR. SANDLIN: I am glad to be corrected on 
that, because I have not made any study on that. I 
was under the impression that Alberta was producing 
only about 50 per cent. 

THE CHAIRMAN: About 47 per cent. 

MK SANDEING Of its productible capacity; 

but that is more than I realized would be available. 

THE CHAIRMAN: In other words, assuming for 
a moment that such a thing did happen, I do not think 
any organization such as yours would have to be con- 
cerned about your oil being cut off. I just bring that 
Uph aint Seepe: ya 

MR. SANDLIN: I did have that concern at 
the back of my mind; that is, from our selfish stand- 
point, naturally, but at the same time even assuming, 
as of now, that you would go ahead with this project 
faced with that volume of crude you are thinking 
about, I do not know, I have not seen dit spelled out, 


but my impression would be that it would be a very 


costly line to duplicate to the east, parallelum, 

atv) least: tole dine of that magnitude. I think you 
would find you would have a lower wellhead price and 
the cost down the line. 


THE CHAIRMAN: Even if you are selling 


at a lower price,if you sell more you do better. 
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MR. SANDLIN: As a long-range program, but 
I cannot help feeling that you probably would lose 
a lot of the other natural markets because if you did 
that, then the tendency would be for those markets in 
the States that now have room for expansion, would 
probably: be filled by crude oil from other sources. 

THE CHAIRMAN: That brings me to another 
point that I wanted to ask you about: you have, 
obviously, been very close to the administrative au- 
thorities in the United States dealing with this oil 
problem. 

MR. SANDLIN: The last three years. 

THE CHAIRMAN: What would be your judgment 
as to how long this period of uncertainty, from the 
point of view of Canada, as to getting markets in the 
United States for oil, how long is this going to last? 

MR. SANDLIN: It.is the $64 questions. fF 
wish I knew. I would say this: that we are confronte 
with some sort of a definite policy decision both in 
Congress and the President between now and June 30th 
because that is the date at which our reciprocal 
trade law expires. So that is the most immediate 
period. Then, we will know between now and then 
what that policy is going to be, whether ‘oewaokd pe 
a continuation of the present voluntary program or 
whether Congress will bring pressure to bear to 
take mandatory action. If we get by June 30 with 
no further action being taken, then I think as tO 
whether there will be any action taken beyond that 
by the President would depend entirely upon the 
general economic conditions in the States and the 


oil industry. If we get by June 30 --because I know, 
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in the first place, the President does not want to take 
any mandatory action ywnless he is absolutely forced 
Go CG GO, SO 1% he gets by Congress on June 30; 

I doubt whether he will sign any order for executive 
control except for a serious economic condition in 
the United States. 

THE CHAIRMAN: You feel you are a special 
case within a special case? 

MR. SANDLIN: Yes. 

THE CHAIRMAN: Would not the average or 
ordinary Canadian producer of oil feel somewhat help- 
less and uncertain with respect to the market in the 
United States south of the border, and would he not 
feel, even if this situation were rectified within 
six months, which I cannot imagine it would be, but 
assume that it is, has he any reason to think or 
be hopeful it, would not occur again in three or four 
years when he had built up his export market into 
that area? 

MR. SANDLIN: That is certainly true. ‘ic 
is that uncertainty of policy that is one thing in my 
small way that I have been trying to get over to this 
Committee, that there should be a definite and posi- 
tive policy statement, particularly with respect to 
Canada. They started out with the original back 
there in which they declared the policy as an exemp- 
tion, and that was more healthy and hopeful and every- 
body knew what they could depend on. So, at this 
time I happen to know that the State Department in 
the United States is planning to start a program, 
it may take two or three years fa works bo. OUly ace 


it can be worked at all, but it is a plan whereby 
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they would like to see some sort of an agreement sup- 
plementing what we now have between Canada, the United 
States and Venezuela, particularly being in the nature 
of a western hemisphere agreement that would establish 
a policy that all three countries would know how we 
could operate under it. In other words, we made the 
argument that Canada, having already embraced not only 
reservoir conservation, but other conservation prac- 
tices, market demands, rateable takes, is entitled to 
first ‘consideration in addition to all these other 
reasons we have given, and if Venezuela would recognize 
the same practices instead of producing a well down 
there of five or ten thousand barrels a day to compete 
with a well in Texas of 100 barrels and with a well 
of 100 barrels in Saskatchewan or Alberta, this makes 
a somewhat sensible program of matching well against 
well; so Venezuela would be satisfied to allow X per 
cent of its oil to go into the United States and Canada, 
and Canada would have a certain percentage going into 
the States. Some have planned to initiate this 
shortly, I suppose, because they are apparently work- 
ing on it, because they had taken step one when they 
had this meeting, so that would be calculated to do 
what you are speaking of, and I am afraid unless 
something is done in that direction you are going to 
be faced with the uncertainty you have spoken about. 
THE CHAIRMAN: A -sproducer Of oti 
Western Canada would prefer to have a market he 
knows is going to exist for all time than to take 
his chances on a foreign market where he may be shut 


out .at any time, 


MR. SANDLIN: You understand, I have not 
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gone into the economics of this other pipeline. 

THE CHAIRMAN: Neither have I. 

MR. SANDLIN: I am not really competent 
to express an opinion; I am really expressing a view 
and my reaction as to the probability of what would 
happen to wellhead price for some period, whether it 
would be two or three years. 

THE CHAIRMAN: Do not think | am expres- 
sing an opinion; I am trying to get your point of 
view. 

MR. SANDLIN: It would involve substantial 
sacrifice on the part of the producers. In the event 
of a national emergency, you would have to DULId 2 
pipeline across there. 

THE CHAIRMAN: Provincial governments in 
Western Canada are in such a healthy financial state 
they would not worry. 

MR. BROCKELBANK: And we have some good 
healthy corporations. 

THE CHAIRMAN: Just to warn you, Mr. Sand- 
iin, 1 am going vovask you, when we come back, to 
trace a barrel of oil from one of your fields, 
Dollard or wherever it is, and tell us who owns it 
and what it costs. 

MR. SANDLIN: Very well, I have the 


figures here. 
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THE CHAIRMAN: Gentlemen, we will resume 
our nearing. Mr. Sandlin, can you trace toe barrel 
Of oll for, us? 

WRe seNDGEINe- Yes, [ican trace Lt. 

THE CHAIRMAN: In view of tne complexity to 
an outsider, to ourselves, of the Corporate set-up, 
so to speak, would you tell us by companies as you 
go along. 

Mi  oANDDIAN:. Yes, I,will be happy to. 

I wonder if I mignt make one sbort observa- 
tion on the subject we were discussing a while ago. 
That is on he question of the aational security of 
Canada in the event of crude and eastern markets 
being cut off by seagoing tankers. I intended to 
follow that by saying that crude oil could be very 
easily delivered into Western C nada from the United 
States from Chicago area. The vipelines go very 
close already. In tne event that you had to have it 
for any reason, whetner an emergency or otherwise. 
that oil could be delivered in a matter of just a 
very short time. In that event, of course, that 
would drain more oil from the mid-continent area 
of the United States and allow greater markets for 
Canadian oil readily accessibie by pipeline. I 
iotended to mention that as an alternate . program 
but.) forect it. 

MR. COMMISSIONER LADNER: It wouid be 
virtually an exchange. 

MR. SANDLIN: Yes. We do have a lot ia 
common that we can work if we get our heads around 
the table between the two governments and work it 


out. 
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On the question of tracing a barrel of oli 
I mignt explain that in our bookkeeping process we 
work all of these factors from the refinery back to 
the weil nead, instead of the weli nead down, so I 
was trying to interpolate here to see now I could 
make this easier to present to you gentiemen. [I have 
before me the calculation that we use and when I say 


tye | 


I am talking about Great Nortoern O11 Purchas- 
ing Company in purchasing the Fosterton type in 
February, 1950. 

THE CHAIRMAN: The Great Northern Purchasing Con- 
pany or any of these associated companies, do they own 
the oil in the field or do they hoid ieases or do 
you buy from outside producers entirely? 

MR. SANDLIN: Let me make this explanation. 
First, Great Nortnern Oi! Purchasing Company is owned 
principally by Woodiey Petroleum Company aad Sinclair 
Oil, Crude Oil purchasing Company. Woodley Canadian 
Oil Company is wholly owned subsidiary of Woodley 
Petroleum and Sinclair Oil of Canada is a wnoliy owned 
Subsidiary of either Siaclair O11 Corporatio. or 
Sinclair Oil and Gas Comoany. In any event it is a 
wholly owned Sinclair Company. They are producers 
in the joint operations with Mobil OL] of Canada ia 
the fields I named in my submission in the Fosterton 
Area. 

THE CHAIRMAN: I don't nean to interrupt you, 
I just want to understand you. fa reality the Great 
Northern Purchasiag Company in purchasing in Saskat- 
chewan, take the Fosterton Area, is ourchasiag from 
leases or from rignts, purchasing oil owned by and 


produced by Woodley in Canada and Sinclair of Canada 
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and Mobil O11? 

MR. SANDLIN: . Yes, and others. In other 
words Great Nortnern Oil Purcnasing Comoany is purchas- 
ing all of the Fosterton type oil in south-western 
Saskatchewan aad is purchasing rateable in all the 
fields. Great Northern O11 Purchasing Company posts a 
orrce ofethisncrudetiniall«the.fYelds. 

iawesoetarvas Mobil Oil of: Canada ‘andySinclatir 
and Woodley Caaadtan are coacerned, Great Northern 
Oil Company is administering t.ose long-term contracts 
between those companies and Great Northern Oil 
Company, which call for a weil nead price, not 
necessarily a posted price, but delivery or well head 

Dice. 

Now as amatter of policy since Great Northern 
Oll Purchasing Company is buying oil from others 
aot parties to this long-term contract we are buying 
that oil on a posted price basis, so in effect in the 
administration of these contracts we wind uo buying all 
of the oil on a posted price. Obviously we could not 
have two prices in the field, therefore we have to pay 
everybody the same price even though the posted 
orice may be a little more than the contracts we have 
wito these companies. 

So we start out witn posting a price in the 
field in the name of Great Northern Oil Purcnasing 
Company. First, in order to determine what that posted 
price is going to be it is related to the so-called well 
head price of these itong-term contracts, waich in faet 
determine the price and policy because of tne fact that 
oii is being moved into tne Twin Cities Area, as 1 


referred to in the submissioi. I mean it is moving 
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They paid them in March in Canadian funds at the rate 
of $1.71 1/2 for delivery during the moath of February. 
Now the additional cost then of tne crude oil to be 
added to the well head price is as follows: the 
gatnering charge is 10¢ per barrel. The marketing fee 
is a penay a@ barrel, 1¢ per barrel. Then we add those 
taree items and that equals $1.825. Then against 

that figure we compute the line loss, or wnat we call 
it normally 1%, which is .0183. Then we also add, 

to later deduct, the Canadian portion of the trunk line 
tariff from the Cantuarstation to our refinery at 

St. Paul, Minnesota. That is 30¢ Canadian. 

THE CHAIRMAN: What company is that? 

MR. SANDLIN: I forget the company. The 
gathering charge goes to Soutn Saskatchewan Pipe Line 
Company and the marketing fee of a penny a barrel goes 
to Great Northera Oil Purchasing Company. Of course, 
the pipeline deduction of the 1% is an allowance 
made for the benefit of all of tne pipeline Companies 
fron the well head to the point of delivery. 

The Canadian portion of the tariff of 
course, is paid by Minnesota Pipe Line Company as tae 
Bst pipeline or tne pipeline making the delivery to 
the companies that are entitled to receive a Canadian 
portion of tne tariff, South Saskatcnewan Pipe Line 
Company and Interprovincial Pipe Line Company. They 
would be paid the 35¢. 

THE CHAIRMAN: May I ask how that 3o0¢ is 
arrived at? 

MR. SANDLIN: That is the Canadian portion 
of the tariff that is arrived at by what we call a 


division of tne revenue charged by tne respective 
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into an area in whicno products are being marketed from 
crude oil process in the States and in turn from crude 
oil shipped into Chicago Area from the western United 
States. 

We take the average delivery price of these 
reference crudes iaid down in the Coicago market as a 
garting point to deternine what tne delivery orice or 
posted price is going to be from month to month or 
period to period. For the month of February, 1:58, the 
average delivery price of reference crudes or crudes that 
we used as reference crudes for Fosterton types laid i; 
down in Chicago was $2.6121, in United States dollars. 

I am going to make this explanation to show 
now we arrive at it. we took the Government cost and 
the main line tariffs and take the cost of Canadian 
exchange and we take tne cost of customs and United 
States import tariffs and the commission and marketing 
charge and what is ieft after we get through deducting 
al those items from this Chicago price is tne resulting 
well head or posted price. 

To take tne month of February, for example, the 
well head price for Fosterton crude in the Fosterton fields 
area, in other words that would embrace all of the fields 
taat tie in the Cantier station distinguisned from the 
Dollard extension. 

We will start with tzue well head price of 


pl.715- At that poilat Great Northern Oil Purchasing Company 


nas vested a price. 
THE CHAIRMAN: That is Canadian. 
MR. SANDLIN: Yes. They would take delivery 


from the producers in those fields, or did during tne 


————_|nonth of February, and paid them in Marcn or will pay. 
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lines by an agreement waich is in part of the tariff 
agreemeit between South Saskatchewan and Interprovincia 
aad Minnesota Pipe Line on a negotiated basis. 
Normally this division of joint tariff 
folbws on a pattern usually where it can be applied on 
a 10 - 909 rule.,That.is dividing the first 10 per 
cent tariff equaily among the pipeline companies 
involved and tnen dividing the renaining 90 per cent 
on a mileage basis. That was not possible in this 
Go&se here because of toe fact that we bullt a very nigh 
cost pipeline, South Saskatchewan Pipe Line Company 
and also Mianesota Pipe Line Company, and in order 
to finance and make possible the buildings of these 
lines we had to fix rates that would be adequate to 
orovide revenue to meet surface overhead and so 
| forth. The division of tnat tariff is negotiated on 
| tne Canadian portion. You want a breakdown. We have 
never up to now, taat I kaow of, given this informa- 
tion except to the Government as to just exactly how 
we negotiated this but if it is material I doa't 
want to: be. in a position - = 
THE CHAIRMAN: What is tne mileage that 
the oil travels over the Minnesota Pipe Line? 
MR. SANDLIN: The Minnesota Pipe Line 
mileage is 256 miies. 
THE CHAIRMAN: And the Souto Saskatchewan? 
MR. SANDLIN: 156 miles. Interprovincial 
Pipe Line Company «aad Lakehead togetner 472 miles. 
We gave it in the last hearing so we wiil 
go ahead. 
THE CHAIRMAN’: I don't want to embarrass you. 


MR. SANDLIN: No. We did nave poiicy 
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reasons since it lnvolved otner carriers and without 
prior agreement wnethner we would release informa- 
tion we did aot do so. It was in the last nearing, 
Wr, Black just told us. 

THE CHAIRMAN: Wnat nearing would that be? 

MR. SANDLIN: The hearing we nad on the 
Dollard extension line wnoere we secured a permit. 

THE CHAIRMAN: Tnat would be before the 
Saskatchewan Oil and Gas Conservation Board. 

MR. SANDLIN: Yes. I hade forgotten we 
had given that information. The participation in 
that Caaadian portion is 38 cents, 17 cents to 
South Saskatchewan Pipe Line Company and 21 cents to 
Interprovincial Pipe Line Company auand Lakenead 
Pipe Line Company. How they divide that between 
their two companies I would not be advised. 

THE CHAIRMAN: Lakehead is a subsidiary of 
Interprovincial. 

MR. SANDLIN: Toat is paid to them jointiy. 
At that point we arrive at a figure of $2.2133, If 
you follow our calculations that is expressed in 
Canadian dollars. In order to relate that to U.S. 
price we have to convert at that point. The United 
States equivalent oa the basis of the cost of the 
exchange on the date of payment was 103%. Actually 
we wind up with U.S. cost of $2.27,7. Then we add the 
United States tariff of 31¢. 

THE CHAIRMAN: That is Minnesota Pioe Line 
Company. 

MR. SANDLIN: No. I mean it is split between 


Mianesota Pipe Line and Lakehead. Lakenead Starts at 


— Gretna, I believe, in the United States. 
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THE CHAIRMAN: Clearbrook would be the 
take-off point. 

MR. SANDLIN: So for tnat leg of their 
distance, I don't kaow what the distance is Lakehead 
Pive Line Comjsany receives 10d a barrel of the U.S. 
31i¢g that I gave you. 

THE CHAIRMAN: 31¢, is thattoe total 
traasnission line charges south of the border. 

MR. SANDLIN: Yes. There is the U.S. 
PovtaOns wWinee Iaoay U.S, oortion, iv.is the stbotaicia 
U.S. dollars. In otoer words, we divide it ona 
basis of 38¢ Canadian, 31¢ U.S., total pipeline 
tariff of 69¢ a barrel from the Caatuar station to 
Pine Bend and the 31¢ represents the total U.S. 
portion of the 69¢, which is divided 10¢ to Lakehead 
Pipe Line Company and 21¢ to Mianesota Pipe Line 
Company. 

THE CHAIRMAN: Iaterorovincial having 
beenspaddryouter the 21¢. 

MR. SANDLIN: Yes. In otner words Later- 
provincial, that 10¢ goes into tne Interprovincial 
and Lakenead Treasury. How tne, finally take division 
of tne 10¢ U.S. aad 2i¢ Canadian I don't know, 
except I believe actual payment by Minnesota Pipe 
Line is paid direct to Lakenead. It is a bookkeevoing 
matter I am not advised on accurately. 

Thea we wind up there we have paid a total 
of 69¢ as far as maia line tariff. The next item 
af expense is U.S. import duty, is 5 i/4 ¢ per barrel 
oa this gravity of crude oil. You add that to the 
column and then ia addition to the trunk line tariff 


which Mianesota Pipe Line participates in, Minnesota 
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Pipe Line makes a charge which is for its own account, 
but is part of the tariff. That is a tariff schedule 
of 8/10 of 1% of the delivery price of the crude as 
an additional transportation charge. For the 
month of February based on the delivery price of 
the crude that charged figure is .0209¢ per barrel. 
Then you should have now a total price 
of $2.6631. Now that figure should equal the laid 
down cost of the reference crudes in the Chicago area. 
You will see a difference there of about 3 1/2 cents 
for the month of February. In other words we paid 
adoub 3 1/2¢ more money for the crude delivery during 
the month of February than we were obligated to pay 
under our long-term contract with these producing 
companies as named a few moments ago. I beg your 
pardon it is 5 1/10¢. There are two reasons for 
that. In the first place we had tried, in so far 
as we had been able to do 80, to stabilize the 
posted well head price of the crude. We don't like 
to raise it one month and for reasons lower it the 
next month. We have tried to maintain price staoility. 
Secondly, we have a great difficulty in this policy 
of keeping it accurate vecause of fluctuations in 
currency. During the latter part of last year the 
exchange dropped almost to par at one tiue, in the 
latter part of November or December, 80 we immediately 
raised the well head price. We raised it the latter 
part of November. Anyway, we made two raises in the 
last few months. One effective November lst and then 
December 20th in order to apply the reduction in the 


cost of this crule delivery at St. Paul in the 
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currency excnange. Now it is going back very raoidly. 
We are going back the other way. Whereas we were 

19t paying enough oa sosted prices in November and 
December now we are oaying too much. We don't worry 
about that. We try to balance it out where we do 
Justice to tne producers. We would rather be on the 
high side tnan toe low side because uhey sure would 


call it to our attention when we were o1 the low side. 
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MR. SANDLIN: Now, the same rule is followed 
with respect. to the purchase of a barrel of crude from, 
say, the Dollard field, except that the gathering 
charge there is from the Dollard field into the Cantuar 
Station, a distance of 49 miles, at 12 1/2¢ instead of 
10¢, so that means the wellhead price for that crude 
is 2 1/2¢ less than the wellhead price of the 
Fosterton area proper. 

We follow the same pricing policy and the 
same pattern with respect to Midale crude, except 
that the reference crudes for Midale are different 
from Fosterton because there is a difference in the 
gravity and also the sulphur content, but the formula 
is still the same. 

THE CHAIRMAN: Well, who holds the export 
permit? 

MR. SANDLIN: The export permit is held 
by Great Northern Oil Purchasing Company. 

™IE CHAIRMAN: So it is, in effect, the 
exporter, when it puts that oil in the line? 

MR. SANDLIN: Yes, insofar as Canada *” 
concerned. We have maintained the export licence from 
the inception of the program, about June tsb yedg55: 

THE CHAIRMAN: Is the Minneapolis Pipe 
Line Company subject to any regulation from the 
State of Minnesota? 

MR. SANDLIN: Not in the State of Minne- 
sota and, as a matter of fact -- well, to answer 
your question I will say that 42s -Notunder any 
regulation in Minnesota. 

THE CHAIRMAN: Anywhere? 
MR. SANDLIN: It is not subject -- let me 
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put it this way: there is a serious question as to 
whether we are subject to regulation anywhere. The 
Interstate Commerce Commission would not agree with 
my submission, but we have taken the position, from 
the inception of our program, that when this oil 
came to rest in our storage tanks in Clearbrook and 
after deliveries were made by Interprovincial and 
then we shipped the oil through our Minnesota Pipe 
Line system, that it did not constitute an interstate 
commerce shipment insofar as the law, rules and regu- 
lations of the Interstate Commerce Commission are 
concerned and, therefore, when they called upon us to 
file the reports which we are currently filing with 
them, we told them that we did not consider that 
we were subject to their regulation and therefore 
we filed them under protest and, instead of protesting 
every time we file something, we just like for them 
to have it understood that we would furnish the in- 
formation, but we did not object to that. 

THE CHAIRMAN: But you do not admit juris- 
CAC U Lon’ 

MR. SANDLIN: We do not admit jurisdiction. 
However, they tell us that the fact that we have 
concurred with the Lakehead Pipe Line Company, the 
Interprovincial Pipe Line Company and South Saskat- 
chewan Pipe Line Company in a joint movement of 
erude to Pine Bend, St. Paul, unquestionably, in 
their mind, makes us subject to their rules and, 
therefore, the movement of this oil is what we call 
a burden on interstate commerce and, in that re- 
gard, they may be correct; but, on the other hand, 


we have been reluctant to admit that, even though 


: bo be Horeseye Gokeon OE stone ew 
- 
“RREReD Oe Fas hee Wee 
BHP HERR BAH Atco sigieaiatihdeio eonomiigy 
ibd RBS4 Say Kemet Sieh ow ine, or 


Be o ae & aty 
‘Gila TRloaLyS i han osaw adeetav? so «bye 
vce : Seite -) eae? ef 
sary ree Oh seis Tic = teeggisa yer 

- f ; ae 4 av 

‘Saavawasnt abst 220) yueteys eatd 
~psed bru Sey THemkes -stoteuenes 
ie 5 5 SAS AG A AEE OS BO ee 


“OF auutedy bali ans aay [oe easy ae. OLB SOO 


Vey vide See: Bee@enet 2d elt 


EE ay ee she See eS oe ees ‘ ‘ot wn Pe ee 
ch eae S CEP eG hae tints a wend: bEOG Bean Bey 8 


ae SMM Sy a as oS ee Te ee eee Po ee ee ee * 
ford “Dark ale elisa: ease Os Gee ee. POLE, OM 


See a 
See sry By r ‘ a) e , rhe 
\ ~ er! ad 3 Saab iy ae RUS: SEBE. Peis Te: pu 
i oe: 


‘ aaah *. ; te < s a ‘ pr 
rc sae ” ar - fod ; ns 18 5 4 re 
p 4 i Naha d Re 5< ae z act oy Be ee ORR euc yyoTS 
“ fe) r 
: 


is ah ist ee e Oye ee as at! ape age soba | by avert, oy 


| ie okies ‘Gaeta gee we deer pi ai a tet etO LS BIGOT 


ig 


+ Se oeg al: ot ae PRILTONOA ‘va 
WA CBO OE ath 4 2 eee ae Gie? nd 
hot A ae years ange BEDI caks. <egianeotle 
“ipeenpieiy nisl ERS: |, Steed Apathe, St PhS 


Tivels OF {Eats sh eaten, oem Sheps 


* 


— Rees a : ” bd 
+ BE Ey Baer aa rearor. gohg a 


Re . a Ld nay 
ie odstentonaer sem Tengah, Ae, 


7 ‘ SD ¢ —s 


Bae ari Oe Pein. Bo, san tear, PEhaoe 


3273 
ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


we do file the tariffs with the Commission. 

THE CHAIRMAN: So, in reality, there has 
been no tariff hearing or anything like that with res- 
pect to the charges you apply in Minnesota -- is 
there any other State involved? 

MR. SANDLIN: No, not insofar as Minnesota 
Pipe Line is concerned. 

THE CHAIRMAN: No, that is Lakehead. 

MR. SANDLIN: Yes; but we are entirely 
located within the State of Minnesota insofar as Minne- 
sota Pipe Line is concerned. 

THE CHAIRMAN: What about the South Saskat- 
chewen Pipe Line? 

MR. SANDLIN: South Saskatchewan Pipe Line, 
of course, is subject to the jurisdiction of the laws, 
rules and regulations of the Province of Saskatchewan. 
In other words, we secured an appropriate permit to 
buijjd a line initially and then, of course, later, 
as a result of a hearing, we were granted a permit to 
build the so-called Dollard extension, though we are 
subject to the laws of the Province of Saskatchewan. 

We have not been officially declared a 
common carrier, but we are subject to whatever 

THE CHAIRMAN: But you do file your tar- 
Zffs, don't you? 

MR. SANDLIN: Well, we do not have --- 

THE CHAIRMAN: There was testimony given 
yesterday by Mr. Brockelbank, the Minister, on that 
point. My recollection is that he said while there 
had been no formal application to the Board for 
the. setting of tariffs, nevertheless, with the right 


there to do so, the informal approach had operated 
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satisfactorily, in the opinion of the Government, and 
at two or three times the tariffs had been increased. 

MR, SANDLIN: Been decreased. 

THE CHAIRMAN: I mean decreased. 

MR. SANDLIN: Yes, sir, that is correct. 
In other words, we have tried to keep the Saskatchewan 
Government informed at all times regarding our entire 
operation, “our financial position, our tariff situa-— 
tion. 

In other words, we file with them informally, 
so to speak, on the theory that the best way for a pipe- 
line to operate is to act like a good common carrier, 
with the hope that we may never be declared one. 

MR. BROCKELBANK: That is on the assumption 
enavviy vis “more -crediv to be good for nothing. 

THE CHAIRMAN: Doe's the’ Great Northern “O11 
Purchasing Company file any financial statements in 
Canada? 

MR. SANDLIN: Only with respect to income 
tax. I believe that is a correct statement. 

MR, SEMPLE: Thateis corrects Wertite 
an audited report with our income tax report. 

THE CHAIRMAN: What about Woodley 
Canadian Oil Company Limited? 

MR. SANDLIN: Woodley Canadian Oil Com- 
pany Limited files its income tax with the Dominion 
Government and, so far as I know -- I mean, I am 
shooting from the hip here, but I do not know of any 
other financial statement that we file on behalf of 
the producer company. We file whatever we have to 
do in connection with our production and producing 


operations. 
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MR. COMMISSIONER LADNER: Are these vhat we 
call, under our law, private companies? They are not 
public companies? 

MR, SANDLIN: Woodley Canadian Oil Company 
is a wholly-owned subsidiary of Woodley Petroleum Com- 
pany. In the States Woodley Petroleum Company is 
widely owned. tm other words; Its stock is listed on 
the American Stock Exchange. 

THE CHAIRMAN: And, no doubt, issues a 
consolidated statement? 

MR. .SANDGIN: That's right. It files ja con- 
solidated statement. 

THE CHAIRMAN: Do the laws of Delaware re- 
quire the filing of a financial statement with the 
authorities in Delaware? 

MR. SANDLIN: No, we do not have to file any 
financial statement insofar as Delaware laws are con- 
cerned. Of course, we are subject to the rules and 
regulations of the Securities and Exchange Commission 
and we file a lot of reports with them and in the 
Boston Curb and market stock exchange; but under Dela- 
ware law there is no requirement that we file a fin- 
ancial statement. 

THE CHAIRMAN: And, substantially, the 
answers you have given us so far as Woodley Gananian 
and Great Northern Oil Purchasing are concerned 
would likewise apply to South Saskatchewan Pipe Line? 

MR. SANDLIN: Yes; it being a Delaware 
corporation, it would not be required to file any 
financial statement in Delaware. 

THE CHAIRMAN: Or in Canada, itself? 

MR. SANDLIN: Or in Canada, that's right; 


| Beets ‘ste “bet £ othe 


i 


edswelic) 


me 


, 


Sagon Mee TEATSA ne eat oc ints 


Set ae pe wy 
dt: eka gihos mysiorIes “nto tagnde) ae ah a 


r] = . * PS & CIE 
io Bee CSE Hebe Shee oe w Nate AE tsiwro. 
i {: 
: : als ee te © ee hey 
4 ahi WOH mes ‘Sao bevtlia 
shoe 
x wo D er a Br pict Sy dist dg : yy . rs cas les au Co oee ae : 
“rigsvegh (Seve 6a VERE - te BAMA ARG Sir ma 


1) Uitte ataide ‘bets’ Foards 


\ 
15 
o4 ‘ . . 
. ir vo =. Se 
P-ta 6° Bes + ae par: CL FEMA: 3M ae le 
. viviigede ‘badebiiog | 
tYchiggs led Tore lear bg ° SMS TARO Sap hu 3% 
1 
’ y 4 8 J eye z - i ' 
¥ ey. sib eeea ee Digee e s ae : ri... one es) 
WA (ia y dugssta ve PetSiene? a 90 stick ans eat ws 
u i ie 4 Re 
ji Ce Ree eA ? Pay , =e oN Cra ea er 
ha <orewalstl ab pele hradies | 
Ae f ‘ qv 
¥ Paes Be Ee b, j pe ty ~ yi : ~ EM } 


, 3 
: 
3 
5 


HOS Ae RL OMEN eee ea eo Gy PUREE igh Me, Pere nai Et eee) SY oes 
my Sud Sti dei Ses ea aa ee me Oe 


[po Sat x 9 tt ay abd Qe eRibes: on ae saeay wal: otae 
Thame dace Takes 


ae ele ther " ute ] mei Hera rr 


y 
= 
* 
aah; 
a 
‘ 
ie 
¥ 
i 
wes 
~ 
—. 
Ad 
— 
ne 
er 
5 3 oe + 
—_— > 
ooo 


is es i et 


Ge seh ee et oe Wig me) oe oe oP SANWS eR Tee eg 
Seibitrisd-“Yalaoow lay Ua GE ear horks'S wart bree a rid 


—_= 
A 
oi 
4 


| age as SEN EAU ie dca 
Na “DIS ee SB WTR Kate 
yy, i j F : 
° 4 i 5 3 . a — 
: Ry et eas ey of cach cain “ae 
os J ea PSS ai gH fe okay Cita 
j \ 
! p mA 
9 ( steht eae my ot ay.) nee 
me | easy A” SOG } Rey Soy 
| i } 
| 


Stee: alk Bee ie thi otcag: sei Biixiw ag: a 


Dal 
Pate) Ona mct) te ee =) 
ahead at \cimadsae: 


5 iw pga : 


i: ats ape) a ier adet as Cee 
UE Vette YE aise in 


qUigts et Saxs abstigg “he ‘oh + ek Hert igo 


Tt - i a ie. ~ A / AJ ibe wa i _ per 7) i a) : an eo 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


although we have, as I explained earlier, filed finan- 
cial statements --- 

THE CHATRMAN: With your income tax? 

MR. SANDLIN: With income tax, and then we 
have given financial statements to Mr. Brockelbank, 
asl erecail, showing our financial condition, purely 
because, again, we like him to know how good or how bad 
we are doing, without his directing some of these things}. 

THE CHAIRMAN: Well, I think the Commis- 
sioners probably feel, if they feel as I do, that your 
set-up, so to speak, the whole thing, represents a 
very definite achievement from a pionerring point of 
view of finding a market for this oil that, at one 
stage, you could not deal with, and I would be inter- 
ested to know whether it is profitable, whether all 
these companies are making money. 

MR, SANDLIN: Well, I would say yes, that 
they are making money. They are not making the money 
that we anticipated they would make, and I make that 
statement and I will break it down and apply it to 
the particular companies. 

Insofar as Great Northern Oil Company, our 
refining company, is concerned, we had a LOUsOL 
troubles in connection with construction of a plant, 

a great delay in the completion Or Lia) endethay 
additional cost which we did not anticipate became 
very burdensome to us before it was over with, so 
that while we are doing very well now we did have 
some lean days and it is working out all right now 


to where we ave able to make the payments on our 


debt and pay cur interest. 
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However, it will be some time before we 
shall be home free, shall we say, before we have our 
investments clear and our debts paid. 

THE CHAIRMAN: There is a very substantial 
portion of your financing, we notice, done with commer- 
cial banks. 

MR. SANDLIN: Yes. 

THE CHAIRMAN: Is that a long-term basis? 
Do you give them bonds or debentures as security? 

MR, SANDLIN: No, we did not issue any 
bonds and we did not issue any debentures. 

THE CHAIRMAN: Are they term loans? I do 
NOtaWwenceLO Ancuare, Into, your affairs) too. closely. 

MR. SANDLIN: Lp d6aneriectly all yerien. 
it 28a fine question. 

They were term loans and, actually, the 
security for these loans represented a deed of trust 
on the.refinery, onthe refining facilities, plus, the 
contracts. that we have with Socony to sell refined pro- 
ducts and with Mobiloil of Canada and Sinclair to 
sell Canadian crudes. It is a "put and take" basis, 
you might say, whereby the oc-k made the, Loan ors 
particular amount, at the time, of aoproximately eight 
years, and, of course, with the necessity certificate, 
we will eccelerate that some because we have to pay 
50 per cent of our net profit. above. 2 certain figure, 
so we will probably pay out a little earlier than 
eight years, possibly six and a halt, years. 

MR. COMMISSIONER LADNER: Are such bank 
loans guaranteed by the other companies? 

MR. SANDLIN: No, they were not guaran- 


teed. We were not in a position to make a gvarantee 
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but we pay them certain quantities, up to a point. 
Initially we had to guarantee the completion of the 
refinery to provide funds if they were needed in excess 
of the $19 million, plus the proceeds from the sale 
of debentures plus the capital we were letting in but, 
when that was accomplished, the banks released the 
stockholders from that obligation so we have no con- 
tinuing obligation in the way of guarantee with res- 
pect to the refinery. 

Now, that i8 not exactly true in connection 
with Minnesota Pipe Line Company, as I read in the sub- 
mission this morning. The stockholders there have a 
continuing guarantee over and above Great Northern's 
obligation to the extent of 3,000 barrels a day 
eneouchipure Atadwecriain figure. 

However, I would say, in answer to your 
question, that the Great Northern Oil Comoany is now 
making the money that we anticipated that we would be 
able to earn from processing this crude, but before we 
ever got to the point, got to that point, we had a lot 
of lean days and had to put up another million and 
a-half dollars-of! equity capital, in addition to the 
original $3 million. 

THE CHAIRMAN: In order to get the banks 
GO. 20 on? 

MR. SANDLIN: No, this was after we had 
already got the loan. We did not have enough opera- 
ting capital because of the delay in completing the 
refinery and, of course, initially we were not 
getting enough of the Fosterton type crude to meet 
our contractual comnitments to Socony; end that was 


where the Dollard extension came into play; and if 
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it had not been for the fact that we were successful 

in getting this additional type crude made available 

to the refinery, we would have been in a very serious 
situation, because we were committed to deliver 
products at prices where we used the laid down cost 

of this Fosterton type crude at the refinery as part 

of the cost of the products and we were forced, for a 
time, when we were not getting enough Fosterton type 
crude, to buy enough more expensive crude in order to 
keep our refinery running and we “had to pay alot ‘of 
money for that and that left practically no ratio of 
prorit with respect to about 50 per cent of our run’: 

We overcame that problem by securing additional Foster- 
ton type crude from the Fosterton and other fields, 
tied in’to the Dollard extension. 

THE CHAIRMAN: Is the Great Northern O11 
Company a western hemisphere company? 

MR. SANDLIN: No, it is not a western hemis- 
phere company. Actually, you see, we do not do any 
business outside of the United States. While we do have 
a permit here in Saskatchewan, we don't transact busi- 
ness in the way of income earnings. 

THE CHAIRMAN: But all the other companies 
would be? 

MR. SANDLIN: Woodley Canadian Oil Company 
is and South Saskatchewan Pipe Line Company and 
Great Northern Oil Purchasing Company. I believe we 
classified it under the west hemisphere --- 

THE CHAIRMAN: The Minnesota Pipe Line 


would not be? 


MR. SANDLIN: Minnesota Pipe Line would 


not be. Now, Minnesota Pipe Line is doing all right 
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but it is not doing too well. We are making a little 
money but we do not have any cushion. In the South 
Saskatchewan Pipe Line Company's situation, of course, 
it would be improved as a result of the additional 
ouune throughput from the Dollard and other fields 
and, aS a result, we have, since the beginning with 
the Dollard extension field, reduced the tariff by 

4g a barrel as a result of the additional throughput, 
and since that time we have reduced the tariff by 
another 4¢, so, actually, we have reduced South Saskat- 
chewan's pro rata share of the joint tariff on the 
movement of Fosterton type crude by 8¢ a barrel from 
the inception of the program and, of course, that 8¢ 
went to the wellhead; in other words, the refineries 
did not get the benefit of that saving but the pro- 
ducers and the Government received the benefit from 
the increase at the wellhead price. 

THE CHAIRMAN: The vendors of the oil being 
largely Woodley Canadian and Sinclair of Canada and 
Mobiloil of Canada? 

MR. SANDLIN: Yes. 

THE CHAIRMAN: They would get the benefit 
of the 8¢ reduction? 


MR. SANDLIN: Iwas goings tousay, Snvorher 


words -- you seé, actually, these three companies are 
only producing now approximately 12,000 -- I am not 
sure of the figure -- anyhow, only 49 per cent of 


the purchase of Fosterton type crude oil is supplied 
by Mobiloil of Canada, Woodley Canadian and Sinclair. 
THE CHAIRMAN: Or anyone associated with 
Chav’ eroup? 
MRo~ SANDLIN=: Wes) and’ 51-°per. cent of 
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the oil is purchased from others. 

THE CHAIRMAN: So that the reduction in the 
Cro lieewiae Lo penerits the group, let us say, Yikes 
wise benefits the independent producer in the field? 

Mi OANDEIN: That is correct’ Im additton 
vo cue Teduction Inthe’ joint tariff, there was’ also 
a reduction of 6 1/2¢ a barrel in the local tariff, 
covering movement of Fosterton type crude from the 
Cantuar Station to Moose Jaw and Regina. That reduc- 
tion was made last summer. 

THE CHAIRMAN: Is that not South Saskatchewan 

MR. SANDLIN: That is the South Saskatchewan 
Pipe Line Company, yes. 

MR. COMMISSIONER BRITNELL: Is that 49-51 
per cent ratio deliberate or is that how it works out? 

Mr. SANDLIN: ‘That is the way it is working 
currently. That has fluctuated. For example --- 

MA WeROCKELBANK:- Mr, Chairman, 27 dmney; 

Me Sand win, you purchase An’ these ficids 
from all the producers? 

MR. SANDLIN: That: Le" correce. 

MR. BROCKELBANK: This is just an accident 
of production? 

MR. SANDLIN: That is the way it figures 
out. 

MR, COMMISSIONER LADNER: Your company 
owns the two main fields, the Fosterton and the Dol- 
hamevers thay 167 

MR. SANDLIN: There are a number of 
fields. There is SB Fosverton field ==“ 

MR. COMMISSIONER LADNER: I was not con- 


cerned so much with the number of fields, but your 
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companies own the oil rights, or are they owned by local 
people who sell to your purchasing companies? How is 
that worked out? 

MR, SANDLIN: Initially, when the whole 
program was started, this group of Mobiloil of Canada 
Limited, Woodley Canadian and then Southern Production, 
but I will speak of it now as Sinclair, made dis- 
coveries in these fields’ on permit acreage held by 
these companies under the Saskatchewan Government, and 
which acreage subsequently was converted to lease, so 
we hold as lessees, from the Saskatchewan Government, 
certain acreage in the fields, and of course there is 
other acreage in each field held by other lessees from 
the Government. fnen there isiacreages, which thas, been 
offered for sale, after we made the discoveries, in 
connection with which we were not the successful bid- 
ders. 

THE CHAIRMAN: But you have a substantial 
InGeresteam Ghie wil i6ases in vhe fields? 

MR. SANDLIN: Yes, And then, of course, 
there is acreage in the fields, some acreage owned by 
Hudson's Bay, which is freehold, but most of which is 
held by all of us as lessees of the Saskatchewan Govern- 
ment. 

Sols crue Liy,..i7s Ghe ineept dom ‘Gis ieMpro- 
gram since we discovered the Fosterton field -- and 
when.1-say "we" I.am speaking of the group of thres 
companies -- we had no markets and, although we tried 
to find markets in Moose Jaw and Regina, for example, 
the refinery then was not able to process crude oil 
with a high sulphur content, and it also has vanadium 


in it, and that eats up pipe unless you have special 


+ 
‘ Diy y 
ie oy oes 


in bsrhooegs re sis aoe, 


ce 


LQ tho he lone, sts: bd hee mii Lael sud 1 , | 
: ' hia a 


Biaw aMabrog. 1 heme ie Li esac: inti i ah 
| = v yy 4g 1 
WD ey Ca ff Sysrss ae et afi : Reed oto Lae ‘ots 


a 2. GUSs, i Ds Pas Vil ew Leah pad Gwe Tanne: soe b ‘ 


3 


if moved (SAP RSH Re EN onc sogeek ee SDodk ow | 
Pam EA cs ~ “ 
| Bu. Suart Samwes: Yo) had ls 5 fi pyastae renga | 
it genens Den, Riese ome at ageotsn-sigdde | 
era 


| yod Bibl? folie. nS Boe Wee aReso aon). . SOMITE VOR: add | 
“os 7 Suiee to? oreato’4 , 
a, Note rhein ctdosinnos’| 


er | 


i 
: e . ve cA nChT Aeere ae ie) tf il 
Odi aR EAY SSN RRR RSE a Gar. ; 
i 


R _ SEEPS sate 5 ap dlnag lag 7, oenew an: eb-snede p 
| WEY, HERS RIN SO RMP Se OS RSS Laglnst ot ted eted et roatut | | a 
| ; EO GRSIESL 2h, Gute: fie «ol pig : 
| 


‘am 


- ‘ * oD | 
eg | Oe rot Git Se Bs pt mi 4 Wy. Add “7 pte! a 


| bie «5, Pith, niToa deg “ay Hen ov sali aonke ay | 


ale cats | “he oF 


Baal “Si ques. aed, hey ese. as taal yan, mnt 7 


‘ 


nas, £2 ted Mm WORY LS a bh ees) ATS Aa TAY _ bath: oa os + webs 

6 Oe GONE, 0). SEM eR pe vase acnt Gaal aseslpan sn soe : 
= : “vet rf 

£60 ebUE ond oong, a Sige! Hemgelvege iret Ne 

ADR, Buse, aE fy tis igre neg gt 


Kebnsige api Me Reeders; pate bt ed set i 
a eats Oa 2 : a ; Ph ee 2 Aa i) Twn 


3283 
ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


alloys, and they said, "Please don't embarrass us by 
demanding that we take it," so we started with a pro- 
gram of finding a home for our oil, for our own oil, 
but in doing so we have found a home for oil for 
others, and then we created this crude oil purchasing 
company in order to buy the crude that we need for 
our refinery and, at the same time, to buy all the 
other crude for which we can find a market in order 
Tovey ve Pendertasservice as well as; of course; "to 
make a little money, too; but we just make a penny a 
barrel, SO iT -i8 not-very excessive as far -as that 
service’ is concerned. 

The Great Northern Oil Purchasing Company 
has markets for the Midale crude that .we have been 
able to find a market for and we have been constantly 
WOrkKimec son tThatvand) sor course, our Great Wortnerm Oil 
refinery has been taking quite a bit of that crude 
from the inception and I think maybe the record shows 
that sMidavetoroduction is only about 30 per cent of 
its investment capacity, but we just have not been 
able to find markets for any greater quantity than we 
now have, although we have reason to think that as 
soon as this period of recession passes in the States 
and when the oil industry catches up, shall we 
say, and our demand increases, there will be addi- 
tional markets in the Great Lakes area for both 
Fosterton type crude and for Midale. 

But, in the very early days, even though 
this Fosterton crude was of such a nature which 
we could not find a market for yet, we went ahead 
to spend these millions and this money became a 


very precious item to us and, for that reason, we 
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have been vitally concerned to maintain those resources 
which are so essential to pay for these facilities 


that we have built. 

Of course, we are hopeful that in due time 
and, as there has been gradually, there will be an 
increase in available Fosterton type crude and I think 
as soon as we know that it will be available in sub- 
stantial quantities we can find a new home for more 
Fosterton type crude for these refineries that are 
willing to take X per cent. 

THE CHAIRMAN: Would you help me on this 
question of the certificate of necessity. I assume 
that in order to get that you make an application to 
the adminisctrative body --- 

MR. SANDLIN: You make an application to 
the Cffice of Defense Mobilization and they make a 
determination as to whether the facility is one that 
would be useful, in the event of a national emergency 
and for purposes of national defense and, if they so 
determine, then they issue this certificate certifying 
that you would be allowed X per cent of the total 
cost of these facilities as a write-off against earn- 
ies opitprofitsy 

THE CHAIRMAN: What is X in your case? 

MR. SANDLIN: 76 per cent, I believe, 
was the figure that we wound up with, on the average. 
They break down your refinery and your different 
units and they will give you 100 per cent on some 
items and 50 per cent on others. 

THE CHAIRMAN: It averages out over a 
period of what time? 


MR. SANDLIN: A 5-year period. 
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THE CHAIRMAN: So your refinery actually 


Will be written off approximately 75 per cent, say, 


by 1960? 

MR. SANDLIN: LOG Ieee. believe, about mid- 
year is when we will have it written Ott or. Vatien, 
pretty far down, shall we say. Of course, we have 


normal depreciation on Op tol Chac, 

THE CHAIRMAN: Quite, 

MR, SANDLIN: I am not an accountant but I 
think it is a straight line basis; there is normal de- 
preciation in excess of that. 

THE CHAIRMAN: As the Jears Ou by. SS ac 
fair to say that your position, from the point of view 
of competing with other crude in the area in which you 
operate, on the basis on which yOu See prices mow, ic 
going to improve? 

MR. SANDLIN: Well, I don't know whether it 
would improve. You mean from the Standpoint of profit 
Ona per barrel basis? 

THE CHAIRMAN: Yes. You will have your re- 
finery almost fully depreciated. | 

MR. SANDLIN: Yes, that's Pignt. In other 
words, we will have to pay a lot of tax to the Govern- 
Wen, pueHin tier way. 

THE CHAIRMAN: Or pay more to the well- 
head in Saskatchewan? 

MR. SANDLIN: Well 

THE CHAIRMAN: You have to keep the Min- 
isters interested. 

MR. oSANDICEN « Lf with tell you, frankly; 


what we like to do in the States. We would prerer: 


instead of paying all that money to Governments in 
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4. 


vaxes, we would like to come back up here and look for 


some more oil. 

THE CHAIRMAN: That was the next suggestion 
I had. 

MR. SANDLIN: In Saskatchewan, so that is 
the best way for us to find oil, because if you are 
going to have to pay the taxes to the Government anyway, 
you might as well look for this oil and; af -vyourtind 
Les tviet,: Ol, COUrSe. =~ = 

THE CHAIRMAN: Well, it if @ great incentive. 

MR. SANDLIN: That Lis one of the great Ans 
centives in the industry, of course, SO we would pro- 
bably plow that right back into exploration activities 
in both Canada or the States, wherever you can look to 
find it. O11 is not always where OE GR ay 7 Ree eae 
is where you find it that is important, so you cannot 
De GOO) choosy. 

In that connection I might say that we have 
this refinery located in a good marketing area; there 
are very few refining facilities there. In fact, there 
ave only 1/.000 parmrets of retening Taciiigics oureide 
Of OUR refinery im the Twin Citdes area and, in the 
general marketing area within a radius of about 125 
miles, 293 or 295 barrels a day of products, so the 
other products, of course, are coming in from the 
mid-continent area, by these companies or else by 
companies that are shipping. 

We had anticipated by this time extending 
our refinery so as to process additional Canadian 
crude, particularly after we had connection with 
several companies having Canadian crude, to consider 


such an extension program. We had gone so far as to 
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have an appraisal and survey made by Universal Oil 
Products Company of our Felining facilities, go that 
we do have a plan of extension; but we have to more or 
less lay it on the table for the time being on account 
of the general economic conditions in the States and 
Canada; but we do have hopes, in future, of substan- 


Piciiy Unereasing sour capacity at the refinery there. 
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THE CHAIRMAN: There is another question I 
would like to ask, if I may. You got a certificate 
of necessity witn respect to the Minnesota Pipe 
Line. What are its terns? 

MR. SANDLIN: Yes, we did; we did save 
it bat we have since determined since tune letter 
I wrote and read eariler to the Government, we have 
determined that we would be better off not to use 
it because it was only 25 per cent of the cost of 
the line so we did not want to get ourselves bound 
later down the line so we decided not to use it. 

THE CHAIRMAN: Yes, because it would be 
useful on tne otner ones. 

MR. COMMISSIONER LADNER: Woat are your 
enief products in your refinery? 

MR. SANDLIN: We are making gasoline, 
regular and also premium gasoline. Premium is 
about 25 per cent of our total and regular about 
75 per ceat. We are making propajre aad butane 
and then, of course, they make quite a bit of heating 
Oil. We make No. i heating oil and No. 4 and we blend 
No. 1 and No. 4 and make No. 2. No. 2 is, probabiy, 
the most popular heating oil in the area, 

MR. COMMISSIONER LADNER: Sulphur? 

MR. SANDLIN: We make sulpnur, yes, but 
we have to sulpourize this crude. 

MR. LADNER: Haveyou a ready market for 
that? 

MR. SANDLIN: Yes, we nave an excellent 
market. We are marketing that sulohur as moltea sul- 
phur. Wnatever we make it varies from about 45 tons to 


55 - 60 tons a day and we market tnat as a molten 
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sulphur. We make petroleum coke from the bottoms and 
that is about all we make. We keep it simple. 

THE CHAIRMAN: Would you have the figures 
there that would indicate to the Commission the per- 
centage of profit on your investment in Canada of these 
companies? 

MR. SANDLIN: No - - - 

THE CHAIRMAN: I do not want to ask you the 
amount of net profit but I da assume that each of your 
Canadian operations makes a profit and pays income tax. 

MR. SANDLIN: I will put it this way: I do 
not believe we have yet reached the point of paying 
tax because of the fact of the expenses and everything 
that we have carry-over and build-up but, of course, 
we will be subject in due time. 

THE CHAIRMAN: That is what I wanted to find 
out; and you are avle to take advantage of depletion 
allowance and that sort of thing.' 

MR. SANDLIN: In the States. 

THE CHAIRMAN: Here. 

MR. SANDLIN: Well here, put it this way: As 
I understand the income tax laws in Canada, you can 
only take advantage of depletion to the extent OL coe" 
per cent, 30 per cent of whatever that figure is of 
the net profits. Of course, where you do not have net 
profits you do not get an advantage under the Canadian 
Income Tax law of the depletion allowance whereas, 
pecause it is figured and computed on your total 
earnings operation, as distinguished from the States, 
where you take depletion against income from each lease 
So, regardless of what the situation might be on other 


leases, we get depletion allowance on 4 lease that is 
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making money. 

THE CHAIRMAN: Great Nortnero Oil Purcnasing 
Company vays - - ? 

MR. SANDLIN: Income tax? 

THE CHAIRMAN: Does Great Nortnera Oil 
Parchasiig Comoaay pay Woodley Canadian Oil Company 
for the o1l at the well head? 

MX. SANDLIN: Yes. 

THE CHAIRMAN: At that price we broke 
it down, Woodley Canadian is oot able to make a net 
ror? 

MR. SANDLIN: Sure, we are making a 
profit oa our production, sure yes bat wnat I an 
Bayete iss 1. G0 Nou, tnink -.- we are talking about 
paying income tax. 

THE CHAIRMAN: What you are saying is you 
are not making a taxable profit. 

MR. SANDLIN: Yes. .we are aot making a 
taxable profit. we nave an income which is ine luded 
La our consolidated income in tne States. 

THE CHAIRMAN: For Canadiaa purposes? 

MR. SANDEIN: I think I am correct; J could 
he mistaken -- we have not yet - -. 

THE CHAIRMAN: Can Mr. Poweil neip? 

MR. SANDLIN: I am talking about Woodley 
Canadian Oli Company now. We nave aot paid aay income 
tax to the Canadian Government because of tnese credits 
we have accumulated from tne tine we started our ex- 
pioration program. 

THE CHAIRMAN: As losses carried over. 

MR. SANDLIN: Sure, we nave a orofit on our 


@raings but I am not in a position to tell you wnat 
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that perceatage is. 

THE CHAIRMAN: That is all right. 

MR. SANDLIN: I could ascertain, probabiy, 
during the course of my visit here and tell you 
later wnat toe profits from our Woodley Canadiana 
operations are in 1357; the totai profits for 
Woodley. I have not seen that figure set ap. 

THE CHAIRMAN: what about Souta Saskat- 
chewan Pipe Line? 

MR. SANDLIN: South Saskatchewan Pipe Line 
is making a profit and paying income tax.Desolite tne 
fact that we nave been able to reduce oyr operations, 
we still nad to pay a suostantial tax to tne Govern- 
ment. Of course, that is a different situation 
from a producing company because they do not have 
all those deductions. 

THE CHAIRMAN: I wouid assume Sinclair 
Cuaada and Mobil O11 -- you probably cannot speak 
for them -- but they would probably be in the same 
position as Canadian Woodley aiso. 

MR. SANDLIN: I would assume so but it is 
just a surmise. I do aot Know what their accounts 
would show because Siaciair acquired tnese assets 
from Soutaera. 

THE CHAIRMAN: Would aot Woodley Canadian 
Oil, whea its net profits get translated into the 
sarent company, tne parent compan, would pay very 
little tax on Woodley Canadiaa profits. 

MR. SANDLIN: Toat is rigat. 

THE CHAIRMAN: ecause of its being Western 


Hemisphere - - ? 


MR. SANDLIN: Taat is correct. As a matter 
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of fact, wita the way this thing works, we file a 
coasolidated statement - - I would say, I do not 


toink Woodley Petroleun Company aas ever oaid any 


Llacome tax since I have been with the compaay and I 


Weat with the company January 1, 1544 and we always 
keep plowing the earnings right back to the point 
where we have an offset. In other words, tnat is a 
way of creating new wealth for those benefits extended! 
b,y our Government. 

THE CHAIRMAN: I do aot want you to think 
I am prying iato your affairs onnecessarily but one of 
tne questions we have is the incentive developmeat 
we nave ia comparison between Canadian tax laws and 
American tax laws in so far as they may provide more 
of that incentive and so on. 

MR. SANDLIN: We would hope, very much, 
that the Dominion Goverament wouldsee fit to further 
liberalize, shall I say, the income tax laws as related 
to the oil industry so as to increase the incentive 
bota for exploration and acquisition. 

THE CHAIRMAN: As yet, you are not hurt. 

MR. SANDLIN: No, we are not hurt becausewe 

have an accumulation of losses and that sort of thing to 

carry forward that will take care of us, I tnink, 
maybe for the rest of this year aad perhaps the next. 
I am not sure how far that accumulation will carry us 
but beyond that, of course, we start paying tax to 
the Dominion Government after taking allowance for the 
30 percent net. Now, under the income tax law, as I 
understand, in Canada, if we wanted to acquire a lot 
of assets from another company or if we wanted to pay 


~5 million for some property out here, there is no way 
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we can get cost depletion on that 35 millioa invested 
and for that reason - - I think that would be one 

a@ the reasons you do nee nave as much trade in the 
acquisition of assets from one company to another; 
you nave mergers and consolidations. 

THE CHAIRMAN: We do not nave a capita: 
gains tax so we do aot have tocharge up losses. 

MR. SANDLIN: It works fine for the pergon 
woo is selling but aot for the person buying. 

THE CHAIRMAN: It is a case of "whose ox is 
ceing gored". 

MR. SANDLIN: If tne percentage of depietion 
were aoplied against a particular lease of oproperties 
tnat would nake a greater inducemeat to everybody. 
Canadian individuals, Canadian companies and everybody 
and would create a greater inducement to take a ereater 
interest. 

THE CHAIRMAN: Mr. Patterson, nave you any 
questions you would like to ask Mr. Sandlin? 

MR. PATTERSON: Tnere are a aumoer of matters 
I would like to take up with Mr. Sandlia but it is four- 


thirty, 


THE CHAIRMAN: Mr. Brockelbaak, if we do not 
BO On immediately at 19.90 o'clock tomorrow morning, 
would that inconvenience you? 

MR. BROCKELBANK: No, certainly aot. 

THE CHAIRMAN: Will you be here, Mr. Sandlin? 

MR. SANDLIN: Yes, I am going to make myself 
available. 

THE CHAIRMAN: I tnink we eo adjourn the 
nearing uatil tomorrow moraing at ten o'ciock. 


-~--Wnereupon the hearing ad jourjed at 4.30 p.m. 
until 10.00 a.m. on Wednesday, Aprii 16, 1958. 
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Wednesday 
April 16, 1958. 


On cesuming ay 10.00 a.m. 


---Mr. Commissioner Levesque was not present. 


THE CHAIRMAN: Gentlemen, we will now resume 
the hearing of the Commission. 

Mee Parverson, il. believe you had some ques- 
tions you wished to ask the witness. 

MR. PATTERSON: Thank you, Mr. Chairman. 

Mr. Sandlin, first of all, a minor detail: 
I believe yesterday, when you were tracing the barrel 
OfPOiLUTOr Us>s.vouumentuoned.in your preliminary remarks 
that there was a Customs fee; in addition to what you 
paid, I believe there is Customs brokerage? 

MR. SANDLIN: Yes. 

MR. PATTERSON: And that is some fraction 
Gf e@epenny. tpWhatuie:< that, .rr9? 

MR. SANDLIN: We used the fraction of .0036¢ 
per barrel and we inadvertently failed to include that 
in the calculations we mentioned yesterday when we 
traced the barrel of oil from the field, the wellhead, 
to the refinery. 

There was one other item, too, of dis- 
crepancy which we overlooked: when we made payment 
in March for the February purchases we used a cur- 
pency .di scount erate sone 9/32 per cent instead of 3 
per cent as we used yesterday. We checked that in 
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So, with those minor Variations, the dai. 
culations we gave you are otherwise correct. 

MR, PATTERSON: That does not affect the 
end figure you gave us? 

MR. SANDLIN: The .0036¢ per barrel in- 
creases the laid down cost -- in other words, it in- 
creases the differential between the contract delivered 
and the price we actually have paid in order that we 
may stabilize the price, the posted price an the field, 

MR. PATTERSON: Now, would you mind commen- 
ting for me on, perhaps, the future in the market 
area you described. You mentioned yesterday that your 
pricing policy was based on a reference system to 
Chicago. Have you made any studies of the future as 
to whether you would anticipate pipeline extensions to 
Chicago, or product marketing in a large area, and 
the effect that might have on the crude requirements 

rom Canadian sources? 

MR, SANDLIN: Yes, we have made numerous 
Studies of the exoanding markets in the Chicago area 
as well as im Twin Cities and in the Duluth areas, 

At the wery inception of this program, in 
connection with the construction of the Minnesota 
Pace Line Company, we built a line of suffieient size, 
16 inches in diameter, looking towards the move- 
ment of Canadian crude into the Chicago market in 
due time. Since the construction and since we have 
been operating the Minnesota pipeline and the Great 
Northern Oil Company refinery, we have had numerous 
discussions with different. companies having erude 
oil production in Canada, looking towards increasing 


the capacity throurchoemh to. our refinery; thay, 1s, by 
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constructing new facilities and also looking, ulti- 
mately, towards increasing -- J mean expanding the 
Minnesota pipeline into the Chicago areas whereby part 
of their crude would be processed by our refinery at 
St. Paul and additional quantities of crude would be 
carried On into the Chicago market. 

That program, at the moment, is -- well, 
both programs, that LS, Of expanding the pipeline into 
the Chicago market and of increasing the Capacity of 
the Great Northern refinery, have been more or less 
put on the shelf for the foreseeable future until we 
are able to work out this matter of PEeCession In Gie 
United States and our soft market in the United States 
On “crude; but, as-a long-range program, as an 8-year 


period, as referred to in the Government's brief, we 


have every reason to think that market will increase 
in both areas and Similarly in the Duluth area. 

i-may say in that respect that the forecast 
used by the Government on pages 63 to 65, I believe it 
PSS OL their Drier. looking towards the growth and 


demand for Canadian crude in those markets, is reason- 


able, is a reasonable approach to the problem and is 
TIVKSeDINE Wt = = Eh am speaking of the UsSs market =— 
is in keeping with projections which we have made 

from time to time which we think will ultimately be 
realistic and will work out. 

i. PATERSON: Now, sir, I wonder if you 
could assist us in connection with the DOPDACS OT 
regulation,~ the possibility of a National Energy 
Board and the powers that that might have. I believe 


you read the Order in Council and you have had some 


thinking on those problems. 
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MR. SANDLIN: Yes, I have. I would be glad 
to comment on it. I do not know that I en competent 
to advise on it, but I would be glad to comment on p Roa 

It seems to me that, era long-range pro- 
gram for Canada, it would be imoortant for the Dominion 
Government to have a fact-finding board that would 
continue to have full knowledge of the energy require- 
ments for all of Canada and also the cnergy demand as 
an overall policy. 

Lo-OCCUYS FO ume that, as far as the develop- 
ment of the resources of the provinces is concerned, 
the regulation of that development, that that is some- 
thing that would be more fitting to be left to the 
provinces themselves; but, insofar as the movement of 
those resources beyond the boundaries of the provinces 
is concerned, it would seem that there should be some 
Dominion Board or Commission as to the determination 
of the policies that would be characterized as a 
national policy, as to how that oil mad Bas would £26 
into the national economy, not only from the standpoint 
of the economy itself but from the standpoint of nation- 
al security, which would embrace national defence, as 
well as the economics of Canada. 

Then, of course, insofar as the movement 
by pipeline of oil and gas beyond the boundaries of 
the provinces, where that movement affects commerce 
or, aS we say in the States, becomes e burden on com- 
merce, then you have also created the Board of Trans- 
port Commissioners here, which, I assume, has an 
adequate delegation of power by Parliament to deal 
with those problems, in addition to the fact-finding 


and responsibilities of the Dominion Board and the 
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functions exercised by the Board of Transport Commis- 
Sioners and that may be exercised by them; you have 

the overall responsibility py the Dominion Government 

of determining export policies, import policies, and 

it would seem to me that, in connection with this fact- 
finding and power of determination, it would be fitting 
for this Board or some agency of the Dominion Government 
with full possession of those facts and that informa- 
tion, to be able to have flexibility to determine policy 
in keeping with the overall trade relations with the 
United States and other nations, in keeping with the 
production and export of oil and gas from Canada as 

well as the import of products and crude oll inte Canada. 

I do not know whether that is a very clear 
statement but I think that pretty well presents my 
views on the subject, ina general way. 

MR, PATTERSON: Is Canadian crude from any 
source other than from Saskatchewan going into Pine 
Bend? 

MR. SANDLIN: Well, .not into Pine: Bend, 
currently. In the very beginning of our refining 
operations it was necessary for us to purchase Pem- 
bina and mixed blend crude from Imperial Oil, taken 
out of their stream and their pipeline, which, of 
course, originated in Alberta, and other crudes were 
mixed in that stream, and Manitoba and so forth. But 
then, after Midale crude became available to our re- 
finery, upon the completion of the Westspur pipeline 
System, we discontinued to purchase Pembina mixed 
blend stream for our refinery and substituted Midale 
crude, because we determined that the Midale crude 


had enough hydrogen in it to enable us to desulphurize 
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our stream without having to add Pembina mixed blend 
to it in the St. Paul Park area; that is, the North- 
western Refineries Company continues to purchase 
Manitoba crude from imperial and, during the winter 
season, for example, they purchase as high as approxi- 
mately 15,000 barrels a day of Manitoba crude. 

PeLORGtO- bhat they had purchased, out of 
the Pembina mixed blend Stream, from Imperial; but 
later it seems that those Streams, whereas the Manitoba 
crude had been commingled with the Stream coming in 
from Alberta, I believe, effective sometime last year, 
the streams were divided so that there is a Manitoba 
stream and a Pembina mixed blend stream that goes on 
past Clearbrook, and they are now taking from the Mani- 
toba stream; but their take has been reduced now that 
the river is open again to about 5,000 barrels a day 
of the Manitoba crude and they are taking the crude 
from the Rocky Mountain area, which they barge up the 


Mississippi River during the summer season. 
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MR. PATTERSON: So at the moment Great 
Nortnera Oil Purchasing is aot buying Manitoba crude. 

MA. SANDLIN: No, only Saskatchewan crade. 
That is the Fosterton type crude aad Midale. 

MR. PATTERSON: Fine, sir. Thank yOu very 
much. 

MR. SANDLIN: Mr. Chairman, there was one 
other matter I would like to clear up in the record. 
Yesterday you made inquiry as to whether stockholders 
of tnese Pipe Line and Refining facilities made guaran- 
tees in connection with the construction of these 
facilities. I testified with respect to Great Northera 
Oil Company and Mianesota Pipe Line Company but I 
laadvertentiy failed to refer to South Saskatchewan 
Pipe Line Company. The stockholders there did make 
guarantees to tne Chase Mannattan Bank for the full 
amount of the loan at tne time it was negotiated, in 
that the stockholders agreed to purchase from the 
Chase Mannattan Bank notes given by South Saskatchewan 
Go the bank for tne loans. To tnat extent its guarantee 
are continuous. 

THE CHAIRMAN: Thank you. Arising out of 
Mr. Patterson's question, you said that the plans for 
getting into tne Cnicago area had been for the moment 
Shelved because of the well excess quantities of 

crude in the United States at tne present tine. 

MR. SANDLIN: Yes. 

THE CHAIRMAN: Woat quantities were visualized 
by yOu wnen you were thinking in terms of enlarging 

the refinery and the piveline? 
MR. SANDLIN: we were thinking in terms of 


increasing the capacity tnrougnput of our refinery 
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to asproximately 60,000 barrels per day ia the ore- 
liminary plans wnich we nave developed with Univer- 
Sal O11 Products. To do that would double the size 
of our refinery. So we say 50 to 60,000 in order to 
be on the conservative side, 50 on tne minimum and 
60 on the maximum side. 

We were contemplating in connection with 
the program of extending the Minnesota Pipe Line in 
Caicago we woild not want to build less tnan a 16" 
line and we nave aot gone as far in approaching the 
cost and the economics of that system as we have with 
tne refinery, bat certainly we would not think in 
terms of building that line unless we had some assured 
tnrougnout into the Chicago market initially of at 
least 20,000 barrels a day. It may take a little more 
than that, say 20 to 25,000 barrels a day. That woald 
be the minimum that I think that we would want to 
consider as initial throughout with the economics 
in such an extension. 

In that connection the Great Northern Rail- 
way Comoany -- we have had numerous discussions an- 
ticioating such aa extension and if toey could nelo 
in that. They have a railroad right-of-way tnat 
runs into Caicago, the Burlington and Great Northern. 
Tnat is not a correct statement. The Great Nortnerna 
Railway Company and Northern Pacific Railway Company 
own 50-50 of tne Burlington Line into Chicago. They 
contemplate a merger of these two companies the 
Great Nortoern Railway Company and the Northern Pacific, 
in the reasonably near future, in which event they have 
made the suggestion that they woild be glad to see a 


Dipeline follow the right-of-way into tne Cnicago 
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area. Toey would be glad to work with us in construc- 


tion of such a pipeline extension if we wanted tnem to. 
They mignt even consider building the lines themselves, if, 
as, and wnea the crude oil is availabie to justify 

the economics of it. These programs are Ladefinite, 

of course, at this time but nevertneless it reoresents 
thinkiag and planning that we have in mind for the 
Chicago market and for the Twin Cities market. 

MR. COMMISSIONER LADNER: That is utiliza- 
tion of Canadian oil. 

MRagSANDbIN« .. Yes,,ali, that would béysutiiiza—- 
tion of Canadian oil. In time there will be, I am 
Sure,baaplipeline, facility bullt from the Williston 
Basin area in tne United States into the Twin Cities 
and the Coicago market. Great Northern Railway 


Company has been urging that pipeline. Also they 


nave proposed they build such a line to connect with 

Our pipeline in Clearbrook, Minnesota, and carry the 

oil into the Twin Cities or on into Chicago market. 
If that happened it would happen only be- 


cause of the fact there are producers in the Williston 


Basin area that would likewise like to nave oil in 
the Twin Cities or the Chicago market for process- 
ing and distribution of pSroducts on tne markets thay 
now have. Whether tnat will happen and whether this 
Other program wili napgpen will depend on the demand 
these companies may have for crudewoich tney are not 
able to bring into those markets from the mid- 
continent area of the United States. It could be 
that they would nave crude oil shut in in Canada whica 


they aeed very badly to move. Also the same thing 


would be true in the Williston Basin area or the 
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United States. Tney would even be willing to back 
up some of the crude ita the mid-continent area of 
the United States and give priority to production 
which is set in in Canada and the Williston Basin, 


to make possible tnis crude to flow into markets. 


THE CHAIRMAN: Such development would aot 

be limited to 30,000 barrels, would it? 

MR. SANDLIN: No, I was Speaking of the 
extension as far as our refining facility is concerned 
and I was saying 30,000 barrels. It is entirely 
possible other refining facilities will be built: ia 
tne same Twin Cities area. As a matter of factocnat 
has been discussed on different occasions by other 
companies. Also, North western Refining Company have 
oa the drawing board substantial increase in refining 
facilities at St. Paul available in the next two or 
three years. If that goes through that would give 
additional capacity over and above any olaas we may 
have for Great Northern Oil Company. 

THE CHAIRMAN: What would you think that 
market might be with that development, 100 or 200,000 
barrels? 

MR. SANDLIN: I would say, looking at the 
next eight years I would think a projection of 55 to 
65,000 barrels a day, 55 to 65,000 barrels a day ia 
the Twin Cities market aad a minimum throughput into 
the Chicago market would be realistic. If we could 
extend that program, that is if these same companies 
who need additional crude oil would take more tnan 
toe minimum program, why conceivably . it could go 
to 100,000 barrels a day within, say, eignt to ten 


years in the combined markets of the Twin Cities and 
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Chicago, and allowing a reasonabie growthia the 
Duluth area with an increase in oipeline and indus- 
trial demand in those areas, 

I taink toat is a reasonable forecast witaoin 
tnat oeriod of time based upon the projected increase 
ia energy demand in the United States and une Tact 
we are not keeping oace with the finding of new re- 
Sources. comparable to the increase ia the demaad. 

Doaea LT felt woile that’ as nappening, and 
Od the sssumption it will happen in the Chicago market- 
ing area, there will be additional markets tnat will 
Open up in the Micnigan Pipe and the Lakehead Pipe 
Line system. I think it would be safe to say within 
eignt to ten years. When you combine the Duluth and 
the Twin Cities and the Chicago markets aad points 
aiong the Lakehead Pipe Line system, it is reasonable 

tO assume 100,000 barrels increase in our current 
refinery demand would be reasonable. 

THE CHAIRMAN: Mr. Sandlin, your organiza- 
tion, you classify «wyourself as independent in tne trade 

MR. SANDLIN: Yes, we do. 

THE CHAIRMAN: Is your organization a mem- 
ber of the Canadiana Petroleum Associatioa? 

MR. SANDLIN: Yes, Woodley Canadiana Oil 
Company is a member of both organizations in Saskat- 
Chewan and Alberta, 

THE CHAIRMAN: Woul you like to express 
your view as to whetner or not you feel the independ- 
ent portion of the oil industry in the United States, 
I mean by that the aoa-international integrated com- 
panies, are really aware of the plight of the Canadian 


Oil producer. 
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MR. SANDLIN: I would Say that by and large 
they are not informed. LI base that upon tne fact I 
nave had numerous discussions with the leaders of the 
indesendent Petroleum Association of ..America and 


the Texas Association and other people. I would say 


that by and large in most of those trade organizations 
they kKaow only what is, shall we say, fed to 
them by the leaders. Those leaders are pressing for 
cartain government policies. They are going to 
present the case inthe most favour light to get the 
reilef they are seeking. They don't realive put on 
the table the total picture. Therefore these people 
as a group do not get the total picture. I thiak 
pernaps Exhibit A of that situation is more recently 
we had what we call the Houston O1i Forum in Houston 
on January e7th. There was the American Petroleum 
Institute, the Oil Well Drilling Contractors, the 
Independent Petroleum Association of America, the 
Texas Association and we had a committee represent- 
ing all of these groups. There was also the Texas 
Mid-Continent* Oil and Gas Association. It happens 
that I was drafted as the Chairman of this committee. 
We had several meetings to plan this whole program 
| and the subjects that would be discussed and imports 
was one of those subjects. During the course of our 
meetings on the preparation for tnis Forum and sub- 
Sequent to that we discussed a lot of factors which 
these people had not known at all in relation to the 
total import picture and since that time we have 
continued that group as a sort of unofficial committee. 
I reviewed with them a iot of these matters which I 


have presented nere to the Commission, I must say a 
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lot of tnem were amazed to find certain facts that 
taey were not acquainted with. I think we have un- 


Laformed opinion, generally Speaking. 
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MR. COMMISSIONER LADNER: Do you think if 
they were informed on all the details as you are 
and eminently agree with, would that influence 
their business judgment and their course of action 
so far as their interests were concerned. 

MR. SANDLIN: I think some of them -- I 
think a great many of them -- I rather assume the 
position, after all, this is my problem here and I 
let everybody else take care of their own problems. 
But, on the other hand, I think there are a good 
many of the leacers of that group who would assume 
adi frerenct avercuce, Ido note think; in therfives 
place, they would be so ready to urge mandatory 
control in the United States. I do not believe any 
of them, the majority of them, would recommend any 


controls against Canadian crude oil because all of 


those I have talked to, once they understand the 
total picture, have all been unanimous in saying, 
‘Certainly, we will agree with that, that Canadian 
oil ought to be able to come in unrestricted. 


MR. COMMISSIONER LADNER: Has Canada Trade 


Commissioners down in Texas? 

MR. SANDLIN: I must confess I do not know. 

MR. COMMISSIONER LADNER: ‘The Chairman 
informs me they have. 

MR. COMMISSIONER HARDY: Mr. Chairman, 
may I ask Mr. Sandlin a question: what American 
Federal controls did you have to hurdle in setting 
up your scheme here? What approval did you need to 
import oil from Canada? 


MR. SANDLIN: We did not have to secure 


any approval to import the oil; we simply paid the 
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tariff of 5 1/2¢ per sarrel on crude oil up to 
25 gravity; in excess of 25 gravity, 10 ife¢ per 
barrel. We did not have to make any application, 
that is, for a permit to import the oil into the 
United States. 

MR. COMMISSIONER HARDY: Interstate Commerce 
Commission came in later as you explained. 

MR. SANDLIN: In other words, Interstate 
Commerce Commission, insofar as Minnesota Pipe Line 
is concerned, caine into the picture when we filed a 
Joint tariff in which we concurred with Lakehead 
Pipe Line, Interprovincial Pipe Line, .Gouth 
saskatchewan Pipe Line on the movement of Fosterton 
type crude and then with Interprovincial and Lakehead 
on the movement of other crudes into St. Paul or 
Pine Bend. 

MR. COMMISSIONER HARDY: The Federal 
Power Commission has nothing whatever to do with the 
Board, 

MR. SANDLIN: It has no jurisdiction over 


the movement of crude oil or the importation of crude 


oil into the United States. They have the authority 
to. do..so; that.is, with respect to pipe lines and the 


movement of, o1f) underutheir jurisdic thon whitch, adn 


the history of the Interstate Commerce Commission, 
they have never exercised that authority for the 
primary reason they have never had to. If there has 
ever been any serious problem brovghtwup: by the 
shipper with respect to the movement of crude under 


the jurisdiction of Interstate Commerce Commission, 


they have always worked it out with the management 


of the pipe line so the question of rate determination 
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has never been @ government problem. 

MR. COMMISSIONER HARDY: But they could, 
as I take it, do the same thing as the Federal 
Power Commission does in saying, for example, "We 
do not think Canadian gas should come into a certain 
area in the American economy because we would not 
want to place that area at the mercy, completely, 
of.a foreign supply of fuel."? 

MR. SANDLIN: No, the Interstate Commerce 
Commission does not have that power over crude oil 
that the Federal Power Commission has over gas. 

MR. COMMISSIONER HARDY: I understood 
you to say they could exercise 1t if they wanted to. 

MR. SANDLIN: They have the jurisdiction 
and power to fix pipe line tariffs but they have 
never exercised it but that 18 as far as the power 
extends but in that connection they do require 
reports to be filed by all pipe line companies 
which they consider come under their jurisdiction 
Showing the cost of the pipe lines and the volume 
of throughputs and depreciation use. It is a 
rather detailed report on the pipe line operation. 
If they were ever called upon to exercise their 
authority of fixing rates then they would have the 
facts and information in the background 

MR. COMMISSIONER HARDY: Would it be fair 
to conclude, Mr. Sandlin, if in your operation you 
had been subjected to American Government control 
as the gas people have been through the F.P.C. that 
your opinion on the value of a national authority 
in Canada might be changed a bit? 


MR. SANDLIN: In other words, if we had 
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had to go to a national Boara, you mean, to get a 
license orsepermit to import our crude? Well, let 
US HPUGSI tathis «way: it certainly would not have 
oecen as favourable to us if we had to secure a 
license to import the crude as it was not to have 
Goesceurevit:.. what.I. was talking acout in connec- 
tion witn your National Board here in Canada, when 
Pyrefer to.a.fact finding body, I was thinking in 
terms of a Government Board that would have oefore 
it, shall we say, the oil and gas production through- 
out Canada, the potential production. You keep 
current with the domestic demand in Canada and de- 
termine what relationship the imports have in conn- 
ection with that demand and your exports. In other 
words, a matter of determining some sort of a 
national policy cut witnout interfering with the 
exploration for and the development of those 
resources in the individual provinces except 
insofar as the Board of Transport Commissioners 
may be concerned with the movement of those re- 
Sources outside of those provinces or one prov- 
ince to another or from Canada into the United 
States or for export otherwise. But it seemed to 
me, and I do not mean to infer that you should 

Set up 4 quota system that would regulate that 

or to imply that you set up some tariff walls, 
Shall we say, out some agency of your Government 
needs to know what the facts are and be in a posi- 
tion to recommend policy or take any action that 
may become necessary down the line either from the 
standpoint of your overall economy or from the 


Standpoint of an emergency if you had to act or 
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move in some direction. 

MR. COMMISSIONER HARDY: The interesting 
thing to me is that with your corporate structure 
you are able to, with very little interference from 
outside authorities, get them established on 
what appears to be an economical basis. You got 
the crude oil from a good source and you fed the 
Oil into a good market but when we get into the 
gas business we find, for example, in the Pacific 
Northwest where that was the original plan, it was 
blocked by American Federal action. 

MR. SANDLIN: That is correct. 

MR. COMMISSIONER HARDY: And the final 
plan that was put through required che pricing. to 
be based on delivery in San Fransico which is the 
equivalent of saying to you. you cannot take 
Saskatchewan oil to Minneapolis; you have to take 
it to Texas or someplace. You could immediately 
say, of course, that is what you are arguing; 
there is too much control in the picture. But 
then, we are faced in Canada with an accomplished 
fact in American policy and would you not think, 
also, in self protection that we need, possibly, 
an extension of the present Federal powers in dealing 
with the export of produced gas? 

MR. SANDLIN: I think that is true. In 
other words, that is what I had reference to in ex- 
tending jurisdiction to the export of oil and gas 
beyond the borders of provinces and beyond the 
borders of Canada. That some sort of a national 
agency would have to be charged with that responsi- 


bility. It would seem to me, rather than the 
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provincial governments themselves, because of the 
fact they have different policies and different 
programs which would not necessarily fit a national 
policy. Yes, i think tn your own self defence in 
dealing with the United States your hand would be 
strengthened if you had such a national commission or 
agency or board that would be able to deal with the 
United States government on those policy matters in 
the same way they are dealing with them on a national 
basis. Even that, it would seem to me, in due course 
of time, as between the two Governments there should 
be some sort of a working agreement whether it be 

in the form of a treaty or in the form of accept- 
able agreements between the two countries that would 
establish a more realistic working arrangement than 
the working and disposition of those resources. I 
think you will ultimately come to that but for the 
immediate future I think you would have to deal as 
best you can with a central agency. 

MR. COMMISSIONER LADNER: Just on that 
point: was your idea along the lines of the exist- 
ing International Joint Commission that deals with 
waterways and hydro electric power which consists 
of a committee section and a joint section, if 
you are familiar with that. 

MR. SANDLIN: I am not too familiar except 
in a very general way but I think something along 
that line, yes, I think is going to be the ultimate 
Solution. Of course, if you had an agreement you 
would have to have someone to administer it so if 
you had an agreement you have to have someone from 


the two countries to administer it. In other words, 
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if the individual corporations -- if they are just 
left free to try to get a market here today without 
any overall policy and it is a sort of hit or miss 
method under which corporations and individuals are 
operating, it makes for uncertain national policy 
rather than a uniform policy and in the States 

we have suffered from a lack of a uniform policy 
and as a result trade between Canada and the 

United States has suffered greatly. 

MR. COMMISSIONER LADNER: You know the 
International Joint Commission work in solving the 
problems in respect of Niagara Falls and the River 
and other international rivers and they carry out 
their work with great success in the solution of 
many problems as between one nation and another. 

MR. SANDLIN: I think our relationship 
is so close that something of that nature is re- 
quired. I do not know whether we should have an 
international organization of fuel energy; I have 
thought that far so as to make any suggestion or 
recommendation as to exactly how the economics 
ought to be carried out but certainly something 
in that direction is inevitable in the final solu- 
tion of those problems. 

MR. COMMISSIONER HOWLAND: One question, 
Mr. Commissioner: I think this is not a particularly 
new thought, is it? there is an atmosphere of treaty 
making and thinking which has pervaded quite a lot 
of American and Canadian thinking, if you seriously 
think about this, does one not have to assess whether 
there have been developments in the Canadian or 


American Government which would offer a rather 
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better prospect for the future than has been 
offered? | 

MR. SANDLIN: Well, I think you have a 
point and I believe I should answer your question, 
yes. I think it is on balance through the years 
that our relationship has been remarkably good 
when you consider the fact we are so closely 
allied in so many phases of our economy and human- 
ity. I think, more recently, that a very healthy 
Sign is indicated in Canada in that Canada is now 
moving in the direction of being more firm with 
the United States on a lot of these trade policies, 
for example, and I think, probably, in the States 
that our Government may have been inclined, being 
quite busy looking after some of our problem 
countries, more or less ignoring the problems of 
our friendly neighbour, Canada; so, I think a firm 
policy on the part of Canada in dealing with these 
matters with the States is a good thing so that the 


states will realize they are going to have to give 


attention to Canada as well as to the Middle East 
and Venezuela... That would be a healthy movement 
toward the better relationship and the solving of 
our mutual problem. 

MR. COMMISSIONER BRITNELL: I am not very 
quick at arithmetic but I have been unable to add 
up the markets that you suggest may become avail- 
able in the American middle west to anything close 
to the size of the Montreal market. Now, perhaps, 


I have missed out one or two so, perhaps, it might 


be more satisfactory if I put my problem as a 


— straight question: do you feel that in the immediate 


y 


ae 
tas 


Hasd ese wert on a 


rie 


a. 
tee 


ae 


‘ he Ay, 


Boyer ay sinkdy 4 tae aoe 
die woe ssWwans bless t + otek $ 


Wolte 


ears 
| 
es 
c 
Ly 
t 
o>) 


4 ow thet Stit asians woy ase rhe 
a | 7 ‘ © = 
e { fi A yt 4° ‘ 


: | -itmud bak yilotess tuo Io Rengs pain - o8 at hottts ve 
; | unt fon yoov a t8Het etenesae aryeee att be iat 7 


. : - at imhtee 5 ro Bf as n 
Won ut shbhsd -84Y af ebaned nt begestbat et fate | 
ae Ay fret Sei sated Ya noLsoes tb eds nt ee 


eo . fe +’ « £ io) r ’, . . 
Mt e POLIS ! CAL OD es ened Vid meh IO 8 WO 8ST sé: 72, borers} ta end | 
\ } 


eownre sts ob .wlesdoig witine I pas 4: siqnaxes tot 


Pe ee 
“> 
7 


ae 
- 7 2 
_ 
t 
as 
+ 
‘4 
: 


mited | Beni four atom ieyme i Dera miro VoD Tu tent iZ 
J ' 
1718 SLEMOOS youd ed hip | 
: 


to enelodsd sao aardtomt saei-ss eaom ,cerasasos 


oe — 


> 
- 


° 


mall s wide T ..o8 pabame - svoddgten Ylbnsial ae 
Sioa) fitin anitssb Mi -SheaRD to tieg sad no yotiog | 
‘ i 


eae sds wild? Moog & st estate ede Adie eveddan | 


‘SOLOS ofd oF b@ Liaw ef Bbae89 of aolrastiTs 
JigMsval eid ised -B st Biyow FeAl .eleossnsy bas 
“Lo saiv los adit tee gideretiie tes teddoo oA Siswor 


eddies feud 610 


Sat 


Yiev cen qs 7) 1OROT Re RAMOReass MOO, sl aoe: 
Ns, ‘ff 


bbe od STAN Wewe sal Rs beeen to ane 28 a8 a 


“efSeue8 syn Cai. y aaaire OY, | seks). at owism cid ay, iu 

bie . ! } Mie aS ihe ane 

-seolo antldyne, ot tea SEBb tm isch oh anid Fal. as 
i" es 


v 


, Bhebkte.G . ou beige a LeeiscoM so out - “tO dike 4 i 
ft 


Sn 7 
7 4 von 


shetn Ft .atieiee ay we 90 BHO. tuo seri m 


Di if 
& Ge ab sitong wa dN: 5 4 
 Stadbuemd ade dee Piss aus 


ANGUS, STONEHOUSE & CO. LTD. 3315 
TORONTO, ONTARIO 


future, and vy the immediate future I mean the 
next one to ten years, there is a reasonable possi- 
bility of developing markets in the American middle 
west area for Canadian oil anywhere near the size 
of the alternative Montreal market, admittedly a 
poor alternative to that market that has a market 
for somewhere between 200 and 250 thousand barrels 


a day. 
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MR. SANDLIN: No, you have a POtnt awe 
do not believe that in the course of the next eight 
to ten years that markets in the Great Lakes area 
and also in District’) 5 of the West Coast ==- 

MR. COMMISSIONER BRITNELL: Yes, I meant 
CGosnciudesDistrict S invthat. 

MR. SANDLIN: -- will increase to the size 
of the Montreal market. As a matter of facesed ramance 
competent to comment on what may be expected of the 
growth of the markets on the West Coast for Canadian 
oil. Certainly I would think there would be a normal 
growth as demand increases and, with a lot of the com- 
panies becoming interested in buying Canadian crude 
instead of from the Middle East and so on; but even 
assuming a reasonable increase in the market and assum- 
ing our forecast for the Great Lakes area is reasonable 
foe this ijperiod:ofveightstodten syears) 1 wouldadoubt 
that that increase in the market would be more than 50 
per cent of the present Montreal market, considering 
the entire Montreal market, which, during 1957, accor- 
ding to the statistics that I have, averaged 306,000 
barrels a day. from all sources of imports in 1957, 
and that is not considering any of the Canadian oil, 
of course, that is presently moving into Sarnia and 
into Clarkson; I am speaking of the market east of 
that market. 

So there will be that limitation on market 
outlets. I would assume that during that period 
you are going to have a population increase in Wes- 
tern Canada and an increase in industrial demand 
for crude oil and petroleum products that would ab- 


sorb some of that difference and probably a 
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considerable portion of that difference between, say, 
150,000 barrels overall and the 306,000 barrels ex- 
perienced in 1957. 

Ivféeel this; too, that down the line --_ and 
I did not mean to infer from the Standpoint of the 
long-range program in future -- but somewhere down the 
Fine, "and, "OL Course, it’ éan happen much sooner, but 
from the standpoint of the economics and justification 
for building a pipeline, I think in due course of time 
that would be a pipeline facility that industry would 
want to build and that the producers would like to see 
built and the consumers would like to see built. 

But, in the expression of my views yester- 
day I was directing my remarks to the short-range 
program of if you do it under pressure and not as a 
normal demand in industry that either the consumer has 
to subsidize it or the producer or the Government or 
a combination of those three have to subsidize it, 
and I think those things best happen when the demand 
is there, so it does not have to happen with a subsidy 
on the part of any one of those three groups. 

MR, COMMISSIONER BRITNELL: So, on the 
most optimistic policies for market outlets in the 
United States during the next decade, we are still 
left with a fairly sizable problem of disposal of 
oil in Canada? 

MR. SANDLIN: Yes, 2 thinkecthac, ustcrue, 
assuming you would want to produce that oil at the 
maximum producibility of the particular fields and, 
of course, naturally, all the producers in Canada 
would like to produce their oil as rapidly as they 
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That has been one of the criticisms that 
has been directed by the independent oil group I was 
speaking of a while ago towards Canadian crude oil im- 
ports, and I was speaking of the people who do not 
agree that Canada should have a complete exemption. 
They say while it is true that Canada is practising 
conservation as far as reservoir energy and pro ration 
by market demand and ratable takes, still their wells 
have not been cut back anything like the wells have 
been cut back in the United States and therefore the Pro 
ducers up there are trying to sell their oil faster than 
Wercan selt it here and; as°a matter of facte that 
criticism was made to me by General Thompson, who was 
on our Railroad Commission down in Texas and, by dis- 
cussion with him the other day we were debating this 


pertseutar sssue "privavely and I told shim'that Canada 


should have an outright exemption, that we should not 
play around about it here and try to avoid the issue 
of thes other oil, “afd “he said "Well>) Marvin, “Towttl 


agree with you that they have agreed to pro rate it 


Similar to the way Texas has, but, until that happens, 
I think they should be willing to make the sacrifice." 
So even though you have not yet provided 
facilities to move this oil from the Montreal market 
you may still have to reduce these fields back to a 


ratable take basis. Tn othér words, allecr usewic 


are producers here may have to adjust ourselves to 

a lower take per weil per day until a substantial 
market has been created in both the United States and 
Canada or elsewhere. 


THE CHAIRMAN: Would you think, then, 


sir, that the producers in Canada should take a 
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lower take per day or put it on rationing and allow 
oil from the Middle E-st or Venezuela to come: In an 
order that that producer has to cut back his produc- 
tion in Canada? 

MR. SANDLIN: Wedd OL Out cute Gide) grag fail 
don't believe the producers should have to cut back 
because of the fact that these imports are increasing. 
I think there is some justification, as there is in 
the United States, from the Standpoint: of national. 
SScurity and jn the health of our industry in looking 
down the line, when you are not able to produce as 
much oil as we are now, that a producer would be 
willing to cut back a reasonable amount in his produc- 
tion in order to allow imports to flow into the United 
States so that we would not cut ourselves off from 
markets which some day we may need and have to have. 

Dub. there 11s. a. Sasuration point orm there 16 
a point beyond which a producer in the United States 
or beyond which a producer in Canada should not be ex- 
pected to keep cutting back in order to allow foreign 
markets, shall we say, foreign oil to flood the United 
States markets and, therefore, depress not only the 
United States markets for crude.oil but also destroy 
Die Ineentave for Trinding oll an the future. 

MR. BROCKELBANK: Mr .Giademan. ie thank 
probably this would be a good place to remind our- 
selves in the record that Canadian production is 
presently cut back. There are a great many places 
in Canada where they are producing a lot less than 
could be produced. 

MR. COMMISSIONER BRITNELL: That was pre- 


cisely the point that was bothering me and I was 
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going to ask Mr. Sandlin how much is reasonable in 

terms of cutting back, because it is getting to ‘he 
point where, in some places in Canada, some people think 
it is a little unreasonable. 

MR. SANDLIN: Well, I am sure there is a 
LOvmom sbasiseror chat thinking and Mr. Brockelbank is 
quite right. I am not familiar with the total picture 
but I understand that in Alberta there are more Tielids 
cut back than in Saskatchewan, although in Saskatchewan 
we have not been able to expand the market for Midale 
crude anything like as much as we would like to have 
done and hope to do later. 

But, as to what is reasonable is a very, very 
difficult question to answer and a difficult one to 
determine, I think, by any agency, whether it is Bro- 
vincial or whether it be an overall Dominion agency. 

MR, COMMISSIONER HARDY: Mr. Chairman, on 
that point of cut-backs, the situavion is changing 
very rapidly; but the information we have is that there 
are an appreciable number of wells in Alberta now that 
arercutrback to their economic winimums that “is p~ehe 
minimum that the Conservation Board has set for econ- 
omic production. It cannot go back any more than 
that. 

MR. SANDLIN: Wells sthat isi true and, sor 
course, the same thing is true down in the United 
States and that has been the big problem that we have 
had to deal with in connection with this import 
policy . 

Nowg: tm this situation nereywyou wave been 
fortunate to this extent in Western Canada that, 


while these imports have been coming in in the Montreal 
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market, they have not been brought into your Western 
market to compete with Western oil. 

On the contrary, your crude has been flowing 
into the Great Lakes area in the United States and in 
Hastern Canadian areas, Clarkson and Daria. anu. ae 
the same time you have had a very © Vapid wiser at crowen 
of production in a relatively short period of tame 
that happened to come at a time when we had a depressed 
demand situation in the United States for crude so Os ae 
so the timing was unfortunate from the standpoint of 
Western Canada in being able to keep pace with the 
growth you want to keep and the fact that these fields 
have been discovered. 

MR. COMMISSIONER HARDY: Is not another 
important factor that at the stage of the development 
here in Western Canada there has still got to be a 
lot of risk capital made available to develop petro- 
leum resources? 

MR. SANDLIN: Tha ee Ss wPue. 

MR. COMMISSIONER HARDY: We are at a much 
younger stage'in Our history than, say, ts Texas with 
relation to our resources. 

MR. SANDLIN: Yes. 

MR, COMMISSIONER HARDY: Where is the 
eisk Capital going to come from, if there 1s no marker 
FOR-OLL? 

MR. SANDLIN: Well, LIodon't want to paink 
GOO dark a-picture: “I ‘think that U.S. capival “and 
U.S. companies will continue to bring or offer to 
bring the risk capital into Saskatchewan and into 
Alberta, British Columbia, the Northwest Territories. 


I think they will continue, as a long-range program, 
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to keep an active program in the search for new re- 
sources, of oil and gas in this area 

Now, I would admit it will not probably be 
as accurate as it would be if they could see down 
ahead what the demand is going to be but, as a long- 
range program, these companies have confidence in the 
fact that we are simply not going to be able to find 
oil in the United States at anything like the rapid 
rate that we have in the past and, on the contrary, our 
demand: for “enersy as going to: continue» on,. 5o,) Looking, 
say, ten years ahead, these markets I am speaking of 
in the States conceivably could be expanded or exten- 
ded further into the interior of the United States 
and, more particularly, a substantial increase in the 
Chicagommarket, if we are not able to find oll to keep 
pace, and you understand that in the States a lot of 
the production -- and I would say by far the greater 
Dart wo! the tpiroduetion; for exampbes:hin Texas, is 
now coming from what we call marginal wells, wells 
tat iare arorvehut ain et ell bus they produce every vaay 
because of the fact that, according to engineering 
experience, they feel if those wells were shut in 
water would intrude and they would never be able to 
produce them. So those wells will not last, by any 
means, forever, and when those wells go out, those 
that are already marginal wells, and with the find- 
ing rate that we now have being so much smaller 
than we had previously experienced, those markets 
could increase suvnstantially. 

But I do not think that we can forecast 
that with as much certainty as we can the normal 


increase I spoke of a while ago, but it will still 
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be an inducement for American capital to come in here 
and buy new reserves as long as they can produce some 
portion of those reserves. 

In other words, I think some of the figures 
that have been included in the Canadian Petroleum 
Association brief which would indicate that Canada has 
probably only discovered maybe approximately 10 per 
cent of its potential oil and gas reserves are indi- 
Cavive or The ruture of Canada, against the States, 
excluding our offshore potential, based on all engin- 
eering projections; in other words, we may have dis- 
covered as much as 50 per cent:-of our potential, 
including the offshore, amounting to some 25 per 
cent; but it would be very difficult to substantiate 
those projections. 

THE CHAIRMAN: Well, Mes. Sandlin,. the 
Commission is very grateful to you and your colleagues 
for coming here and giving us so much of your time, 
not only just for the presentation of your brief, but 
we also appreciate the comments you have made to the 
Commission. 

MR. SANDLIN: Thank you. 

THE CHAIRMAN: Thank you very, very much, 
you and your colleagues, for your co-operation. 

MR. SANDLIN: I appreciate it very much 
and, with the indulgence of the Commission I have 
sketched out here a very short closing statement 
that I-could read into the record, if you would Ike 
me To do“s0: 

THE CHAIRMAN: Certainly. 

MR. SANDLIN: Some of it I have already 


discussed but I have written it out in longhand here. 
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Canada, it seems to me, stands upon the 
threshhold of its own Elizabethan Age of exploration 
and consequently its natural resources. You are up 
to\|, your neck in potential wealth, but it takes money 
Ugacevelopnac. 

The United States, in earlier years, in 
developing its natural resources, turned to London, 
Paris and Amsterdam to secure funds to import machinery, 
build roads and so forth. When World War I started, 
we were a debtor country to the extent of about $4 
baddaon.j) Ondy the convulsions of this struggle so 
changed the situation that overnight we became a credi- 
VOM eOountry.., Bur, then,, unfortunately, we did not 
conduct ourselves as a creditor should but, instead, 
ereeted,a system of high tariffs with unhappy results 
for, ourselves.and the world. 

At this moment, as I have already stated, 
many of us are attempting to forestall the efforts 
Ofeysome Cf us, CO,.repeet the error of nearly 30 years 
ago. We like to tell those who are opposing liberal 
trade policies with Canada and the extension of our 
reciprocal trade program that the only true self- 
contained communities in the world are the cemeteries. 

My associates and I are glad to have been 
permitted to have a chance to participate in the 
growth of Canada. We have spent large sums explor- 
ins and: dvil@ing for oi1 and large sums for pipe- 
lines and refining facilities to provide distant mar- 
kets. These pipelines join our countries already 
conjoined by so many factors, spiritual, political 
and material. These underground pipeline facilities 


help to make us one in the defence of our common 
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countries against external enemies and they are, 
therefore, in both symbol and actuality, the mark of 
the special place that Canada must occupy. dim whe 
minds and affairs of Americans, while alison. may 
say so, they must also, to some extent, give us a 
Special place in the minds and affairs of Canadians. 

I do not know what disposition affecting 
our oil business in the nearby future may be made on 
either side of the border; but, whatever they may be, 
ep me say this, with respect to Canada: we came into 
Canada in good faith and we look with serenity upon 
our future in Canada, secure in the good faith and the 
sense or justice of Canadians. We will be greatly 
disappointed if our Government does not maintain the 
same good faith and sense of justice towards Canada 


and our business and trade relations. 


Thank you, Mr. Chairman and Members of the 
Commission, for your interest, patience and indul- 
gence. Thank you very much. 

THE CHAIRMAN: Thank you very much, Mr. 
Sandlin. 

Mr. Minisver, would at suite nrou af ewe iad 
a break for ten minutes now and then you come on with 
the continuation of your brief? 

MR, BROCKELBANK: Thank you. 

THE CHAIRMAN: Gentlemen, we shall adjourn 


for ten minutes. 


---A short recess. 
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THE CHAIRMAN: Gentlemen, we will resume the 
nearing. Mr. Brockelbank, will you carry on with the 
submission of the Goverament of Saskatchewan. I under- 
stand that you would like to ask Mr, Cass-Beggs one or 
two questions to bring out some information for the 
Commission and I think possibly we will commence in that 
manner if you would do that. 

MR. BROCKELBANK: Thank you, Mr. Chairman. 
Before I commence with those questions I would just 
like to say that for the information of the Commission 
we wlll have prepared a table Showlag in regards to 
our oll fields in Saskatchewan the maximum capita | 
production within our MPR Hudson's for a period of 
time, probably three moathns to the end of last year, 
and the actual production from each field.I think that 

would be useful in this question of cutbacks of 
production. 

Now in regard to the questions I would like 
to ask I think I have three of them. I propose that I 
ask one coming out of the discussion by Mr. Cass -Begeges. 
Tne members of the Commission or some other party may 
want to ask further supplementary questions aad we could 
probably deal with one subject at a time and I dould 
gO on to the other one. 

The first question I wanted to ask could be 


related to the section on page 74 under the heading of 


Gas Purchase Agreements, which mentions tne price 
paid by the Saskatchewan Power Corporation to the 
producers. I think there has been some confusion on 
tais price because it is so easy to quote prices which 


actually are applicablein different positions. There 
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is the well head price, there is the gate to the pipe- 
line price, and so on.’ I would like Mr. Cass -Beggs 

to explain in some detail the situation in regard to 
the prices paid to producers for natural gas ia 
Saskatchewan and in Alberta as far as he has the in- 
formation. 

THE CHAIRMAN: All right. 

MR. CASS-BEGGS: Mr. Chairman, I would have 
to go back a little bit over the historical material 
that was presented in the brief. The Government of 
Saskatchewan asked the Saskatchewan Power Corporation 
to offer a price to producers that would form an 
adequate incentive for the development of .gas in the 
province and an undertaking was made to purchase gas 
wherever it was found in sufficient quantity to gusti- 
fy its transmission to a suitable load. 

Consequently the Corporation was faced with 
two problems. First of all the price, but Llaseparable 
from that the volumes of gas that might be expected 
and which it could consider purchasing, so that in 
developing the gas system in the province a very ma jor 
aspect of it was to develop the maximum market for 
gas to offer to producers and to be in a position to 
make this undertaking that we would in fact buy gas 
wherever it was available. 

That, of course, involved developing vir- 
tually province-wide grid for the collection and dis- 
tribution of gas and the problem was approached on 
what one might call a regional concept. Taking the 
major area of Saskatchewan as a single unit for the 
purpose of developing the gas system, that, of course, 


is 1n @ sense quite usual. It is common in the gas 
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industry to attempt to carve out a region which in- 
cludes very substantial population. For example 
Greater Toronto must nave between one and two million 
population served by one gas System. One could 
duplicate that in many centres. In Saskatchewan there 
ls, of course, very mucn smaller population than is 
served by any of the major Gas companies in the east 
and to find that population it is necessaryto go to 
the whole of the developed section of the province. 
The Corporation arrived at the conclusion 

they could distribute gas very widely within the 
province and at the same time offer a price which 
would be attractive to oroducers and would assure it 
of adequate supply aad correspondingly assure the 
producers of an adequate maritet. The price offered 
Started at 9¢ and in 1357 increased to 10¢. For 

tne puroose of discussing the basic price negotiated 
in our contracts we have before us the Pigure of 1o¢.. 
However, the Corporation approached oroducers with 

a view to buying gas on a central point ina gas 

field with the producers gathering the gas, treating 
it in so far as that was necessary, and compressing it. 
We were unable to develop contracts with the producers 
on that basis. Consequently the pattern had been 
established in Saskatchewan that we buy the gas at the 
well head and all our contacts, with the exception of 
the purchase of residue gas at Steelman, we buy from 
the individual wells and the Corporation assumes the 
full responsibility for the gathering, compression, 
transmission, and where necessary any treatment of the 
gas. Weextract moisture and ii certain cases impuri- 


tiles, particularly the hydrocarbon, the highest hydro- 
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carbon contents that would cause trouble in trans- 
mission. 

In examining our well head price one must 
keep in mind the producer performs no function on 
tne gas except delivery essentially as it comes from 
the ground, perhaps free of Slugs of water or oil 
at the well head. The Corporation assumes the total 
cost of treatment and of gathering facilities. 

Now to compare the Saskatchewan price 
with those in Alberta we have to keep in mind the 
Opposite is generally the case in ladustry io Alberta. 
Most prices that one finds quoted in Alberta are for 
Gas gathered and delivered from a central Yoointiuiin 
the fleld and usually compressed to the pipeline pressure. 
THe cost of the gathering facilities, treatment, and 
SO on has been variously estimated from a low of about 
3¢ per MCF to 6¢ or 7¢ per MCF. 

For example, I believe the Commission had 
submitted to it a figure by Northwest Utilities in 
Alberta of a price going up to 6.6 cents as the produc - 
tion gathering cost at 50% load factor. I think it 
would be usually accepted that .4 1/2 cents would be 
a fairly typical gathering cost for a typical load 
factor, shall we say, of 50%. On that basis it means 
that the Corporation is offering a 14 1/2 cents price 
effectively for the gas it purchases in Saskatchewan 
a3 a price to be compared with the prices usually 
quoted in Alberta. 

Now to compare one or two of those prices, 

I note that West Coast uses a price of 10g. in 163. 
rising to 12/1/2 cents in 1977. Those are for gas 


delivered to a central point in the field and therefore 
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are comparable with the Saskatchewan price of 14 1/2 
cents. That is, we in effect are offering 2 cents 
more than the West Coast proposed to pay ia 1377. 
Those figures are quoted from page 385 of toe trans- 
Cr Lou.s 

Then you notice Alberta Southera has a 
purchasing price of 13 1/2 cents in 1 61 rising to 
16 1/4 cents in 1365. So again tne Alberta Southern 
price in 1961 will still be 1 cent below the 
effective 14 1/2 cent equivalent price for Saskat - 
chewan, 

In 1965 the price for Alberta Southera will 
rise to 16 1/4 cents. Canadian Montana is another 
case submitted to the Commission where an 8 cent 
wellhead price was quoted. The Saskatchewan well- 
head price is 10 cents. If we add 4 1/2 cents that 
represents 12 1/2 cents as compared to the 14 1/2 
cents for Saskatchewan. 

Trans Canada has also contracts for the 
purchase of gas delivered to a central point in the 
fields. It may be ioteresting to quote from the 
contract with the Provost Company. This contract was 
amended up to tne end of 1956. I presume these 
prices are as of 1356 but the price on January 1, 
155., through to December 31, 195, is 10 1/4 cents 
per MCF. That is a gathering price including in 
this case compression and if the Trans Canada Company 
undertakes compression instead of the producer the 
contract provides for reduction in price below the 
10 1/4 cent figure. The contract orovides escalation. 
It would take until 1976 to reach a price, according 


to this contract, at woicno Saskatchewan Power 
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Emeé 


Corporation is effectively buying gas from Saskatche- 
wan producers. In 1976. Trans Canada would be paying 
toe Provost Company 14 1/2 cents. 

I believe there has been some more recent 
reference for the Commission to the effect Trans 
Canada has now increased its price to 13 1/4 cents. 
That may be made available to all producers, I don't 
know. That is still Significantly lower than the 
Saskatchewan price. 

Again I would mention that most of these 
contracts are more rigorous than the Saskatcnewan ones 
la that they include provision for compression and 
require gas at a very nigh Specification, a higaer 
Specification thaa we require. Consequently if it 
is necessary to purify the gas it is our responsibility. 
Consequently at the present time I would Suggest that 
there is a margin of some 2 cents effectively in 
favour of the Saskatchewan producers, that is the 
Saskatchewan Power Corporation is paying probably 2 
cents more for gas itpurchases to the producers them- 
selves than is currently being paid in the examoles 
I nave cited from Alberta. 

We have a contract form that provides for 
renegotiation every three years. The three-year in- 
terval is rather a short interval, five years is common 
in other cases and this partécular contract I have been 
Quoting from of Trans Canada runs to 25 years, I believe. 

We have provided escalation in one contract, . 
eet is the one for the purchase of residue gas in 
tne Steelman Gas operation. Of course, gas there is 


not comparable witn wellhead gas. It is gathered, it 


is delivered at a central point. On the other hand 
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its value is less in tha¢ it is a proposition of 
taking the gas as it comes, it cannot be adapted 

to the varying lcad coaditions. Dry gas is aorma lly 
available at whatever load factor is required. 

Discounting the Steelmaa case, on account 
of the fact some »c2king facilities or storage facili- 
ties have to be developed in order to use it and 
adding to it the gatoering cost it is our Opinion that 
we are paying effectively the same price for Steelman 
Gas as for the dry well gas that we purchase elsewhere. 
That is, we consider that vane 1C cent price at which 
we buy gas from Steelman is equivalent to the 14 i72 
cent cost of gas purchased from the individual wells 
aad that the cost of Storage or peaking facilities would 
offset that 4 1/2 cents. 

In the Steelman contract we have escalation 
of 1/4 cent per annum over the 20-year life of the 
contract, which would vaise the peice tosis conta 
by the end of thet contract, whica would be 176 or 
L277. I. think the attitude. of the Corporation would 
be that the most favourea nations clause that applies 
in most of our contracts would not necessarily apply 
as to price in relation to treated residue gas 
because the kinds of gas are so radically different 
in their deliverability and so on. FEowever. we would 
be happy to negotiate with any of our present producers 
a 20-year contract lacluding some escalation provisions 
of 1/4 cent per aanum on the basig of a 20-year contract. 
We have not been requested to make that escalation 
available to any of our producers. 

I think, Mr.Chairman, trat probably answers 


the Minister's ouestions. 
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THE CHAIRMAN: Thank you. 

MR. BROCKELBANK: Mr. Chairman, do you or 
any of the Commissioners wish to ask any questions 
on that particular subject? 

MR. COMMISSIONER BRITNELL: I wondered whether 
the 10 cents price which became effective on October 
15, 1557, referred to the contracts tnat had been 
negotiated before tnat time as well as new ones com- 
ing ‘fo-the’ future, 

MR. CASS-BEGGS: Yes, it refers effectively 
to all of them because of the operation of the favoured 
nation clause. It is specifically incorporated in the 
@ntracts, I believe. 

MR. COMMISSIONER BRITNELL: I wondered also 
just what basis of renegotiation of contracts might 
be under a condition where you have, in the case of 
Saskatchewan Power Corporation, one buyer as against 
@ number of sellers, or what the economists call a 
condition of monopsony, just what the basis of 
renegotiation might be existing there, Mr. Cass-Beggs? 

MR. CASS-BEGGS: One major factor ia any 
Sucn negotiation would be the general prevailing 
level of price in comparable areas of gas with 
comparable delivery conditions. 

Mr. COMMISSIONER BRITNELL: In this case 
Alberta probably. 

MR. CASS-BEGGS: Yes. It is an important 
factor too,I toink, that the date at waich contracts 
come up for review is the same in each case. Conse- 
quently, while there woald be the one purchaser in ne- 


gotiating on the one side the Companies would also in 
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effect be negotiating Simultaneously so that that 
tariff monopoly oositioa would be offset by 
Ollective negotiation oa the part of the Oompanies. 
MR, PATTERSON: Mr. Cass-Beggs, I am sure 
is was @ slip on your part but the end orice under 
the Steelman price is not 15 cents but 14.75 cents. 
MR. CASS-BEGGS: Yes, my arithmetic! 
MR. PATTERSON: There were one or two items 
that make some difference I think in this price, as 
I understand it the Saskatchewan Power Commission 
accepts gas at a minimum catorilite value OFA9.25 Bru. 
MR. CASS-BEGGS: I think that applies in 
one contract. I think it is more usually higher. 
MR. PATTERSON: The one we had as aa 
ample gives that. In the event that it is 5.25 
I think your 10 cent price applies to gas at a 
thousand BTU's comes to 10.81, wnich in those cases 
gives an advantage to the position you have been 
taking. Is the pressure base of your contracts 
throughout 14.65 ratner tnan 14.4? 
MR. CASS-BEGGS: Yes. 
MR<APATTERSON®: ‘That, of “eoursegshasea 
Slight decreasing effect on the figures we have 
been talking about in comparing to Trans Canada's 
as a figure for example at 14.4. 
MR. CASS-BEGGS: Yes, it is a relatively 
trivial percentage. 
MR. PATTERSON: About 1/10 of a cent or some- 
thing of that kind. 
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MR.PATTERSON: Now, in these gathering 
and treating costs, sir, you mention a 
4 lfeg differential, are you making any allowance 
for the recovering and sale of by-products which 
would tend to reduce that spread? 

MR. CASS-BEGGS: They have no gas in 
which the sale of by-products at the present time 
looks to be economically feasible. It is true, 
insofar as we extract a certain amount of liquids 
and can sell them, offsetting that against oper- 
ating costs will be worthwhile but any gas that 
is rich enough for the vy-products to be of any 
value will, presumably, be treated by the producer. 

MR.PATTERSON: That is, your contract 
Will change from the wellhead. 

MR. CASS-BEGGS: The producer reserves 
the right to remove any merchantable hydrocarbons 
other than we pay for. 

MR PATTERSON: Sov that, in other words, 
if those merchantable hydrocarbons arise they will 
still sell gas to you at 10¢ and they are able to 
introduce those hydrocaroons to the markets them- 
Selves. 

MR. CASS-BEGGS: Yes. Just to extend 


that: our problem arises when it is insufficient 


to make it worthwhile for the producer to remove 
them but too much for us to handle the transmission 
factor, 

MR. COMMISSIONER HARDY: Mr. Chairman, 


may I ask this question? The special contracts 


that were submitted to us yesterday, one of them 


_ 1 +=makes no reference at all to load factor and the 
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other one has it defined but, as I understand, it 
is not a factor in the contracts. You mention, 

in quoting Alberta figures, that the Edmonton Gas 
Company's figures were based on a 50% load factor. 

MR. CASS-BEGGS: I quoted the figure which 
they gave the Commission for a 50% load factor; they 
Submitted a range of figures. I quoted the 6.6¢ 
figure which was their 50% load factor because that 
most nearly matches our case, 

MR. COMMISSIONER HARDY: I take it, in 
your contracts, you are not concerned with the load 
factor? 

MR. CASS BEGGS: We are in our operation 

MR. COMMISSIONER HARDY: That is in cuying 
at the wellnead. 

MR. CASS BEGGS: The contracts involve 
certain take-or-pay provisions but not,specifically, 
load factors. 

MR. COMMISSIONER HARDY: Have you any 
information as to what load factor you do accept 
this gas on under these contracts? 

MR. CASS-BEGGS: Our overall system load 
factor is probably between 40 and 50% and producers 
have certain rights that we would not discriminate 
against one as respecting the load factor against 
another, 

MR. COMMISSIONER HARDY: You are literally 
buying under your contracts at your average load 
factor? 

MR. CASS-BEGGS: Yes. 

MR. COMMISSIONER HARDY: That would only af- 
fect the producer, as I understand, but insofar as he 


may have to put in a few more wells in order not 
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to reduce at too fast a rate, from the pOLnE- os 
view of depletion of his field due to the fact 
that he has a supply committed at this average 
load factor such as the 90% load factor of Trans- 
Canada. 

MR. CASS-BgGGS: The gathering costs are 
increased but that, of course, is our responsibility. 

MR. COMMISSIONER HARDY: But your load 
factor becomes a more important matter when you 
talk about the price to the consumer? 

MR. CASS-BEGGS: Yes. 

MR. BROCKELBANK: The load factor is 
very important, I think, to the corporation. The 
thing that is important to the producer, is the 
amount of natural gas he can produce and sell 
within a year. 

MR. COMMISSIONER HARDY: What I was try- 
ine Go: poine ouv, Mr... Chairman, he still has a 
LLetle problem there but 1t. de not as serious @ 
problem as 1b 48 to tne gas distribusor,. He may 
have to spend more money on extra wells as there is 
a limit at the rate under which he can take his 
gas from a single well bout the load factor becomes 
more important a consideration as you start to dis- 
tribute the gas. 

MR. CASS-BEGGS: We are giving a great 
deal of attention to the problem.of load factor 
because, as you have intimated, it is tremendously 
important in transmission and cost and we are in- 


vestigating all the possibilities of storage fields 


and so forth and as we develop storage there will 


— be an automatic advantage to the producer for which 
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we have provision in our contracts to adjust the 
Drees. 

MR. COMMISSIONER HARDY: Since we were 
discussing this yesterday, Mr. Chairman, I do not 
think there is too much confusion with the price we 
had in mind as being paid in Alberta and what you 
are paying, Mr. Cass-Beggs. There are those correc- 
tions Mr. Patterson has mentioned and the question 
of load factor but in our analysis we are using 
a somewhat lower figure for cleaning up the gas. 

I still think, depending on which examples you take, 
you can make it come out either way. But at the 
time you set up these contracts, you were making 
your price competitive, as closely as you could, 
with what was being paid in Alberta. I think what 
has confused us, the situation has changed quite 
rapidly in Alverta in the last few months and I 
think’ there is still a little difference in opinion, 
as Tvunderstand the situation, on the price you 
quoted for the current figures but that is neither 
mere? nor: there:, 

MR. CASS-BEGGS: I think there is a 
factor that should be taken into account: the condi- 
tions under which a corporation develops a gathering 
system. We are assuming the risk of that. We say we 
expect to get gas over a number of years and we will 
amortize this system at a certain rate and it is in- 
cluded in our calculations and if the field 1s not 
as large as anticipated then we took the burden of 
having a gathering system put in that becomes re- 
dundant or useless with very little salvage value. 


In the case of Alberta producing costs have risen 
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and I think that could be given quite soime Signi- 
ficance in the comparative analysis. The question 
of who takes the risk of an uneconomic development 
Lee Very .mpor tant, 

MR. BROCKELBANK: If there are no more 
questions, Mr. Chairman, I would like to ask Mr. 
Cass-Beggs to explain to us the system and methods 
used in devising the price structure charged to 
the consumers of natural gas in Saskatchewan. I 
might just add Saskatchewan is a place where, proo- 
ably, many people think there is not a large 
potential market for natural gas because of 
the comparatively small size of our urban commun- 
ities and the great expanse of areas over which 
those small communities are scattered and when the 
Government faced this problem, we wanted to design 
a system that would bring the benefits of natural 
gas to as many small communities as possible within 
the Province to make the benefits of this resource 
available to as many people in the Province as 
possible. Perhaps, Mr. Cass Beggs, you could just 
tell us how you worked that out? 

MR. CASS-BEGGS: Mr. Chairman, the posi- 
tion, as The Minister indicates, in Saskatchewan 
is that we have no city of greater population than 
100,000. We have another city of 60,000, 70,000, 
another 30,000 or so and the rest are all small. 

If you were to duplicate Saskatchewan conditions 

in Ontario you would leave out all the main centres 
in Ontario but you might include Oshawa, Kitchener, 
North Bay and a couple of other centres of the 


15,000 order. You would include, then, a dozen or 
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two centres of 1,000 population, too small to even 
remember their names in Ontario, you would include 

a few hundred villages, two or three hundred, and 
they would be spaced, roughly, in the distance that 
I have cited in Ontario; that is, Oshawa to Kitchener 
and North Bay. The problem that we face with’ that 
kind of gas undertaking is to Supply a mere skeleton 
of what exists in Ontario. The population of the 
Province is still 50% rural. It is true, there 

is a migration of rural population to the towns 

and we have taken that into account in estimating 
our ultimate loads. The area that the system in 
Saskatchewan must cover is, approximately, one- 
third of the agricultural land of Canada. There 

is, odviously, no other gas system in Canada of 

that extent in terms of territory coverage. There 


are, therefore, few serving a smaller population. 


Putting those factors together was a 
problem that the corporation faced when asked to 
design a system for this Province It had to be 
designed within the very definite limits. If it 
were to build up a very large market for gas, it 
had to be competitive with other forms of fuel in 
any other competition and to show a distinct advan- 
tage in favour of gas. Otherwise, we would not 
get high saturation and it would not be possible 
to develop a transmission system on an economic 
oasis. 

At the other end of the picture, it had 
to offer a price to the producer that was an added 


Stimulation. Between those two prices there was a 
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certain margin out of which it Was necessary to 
operate. This system which I SULBEST ELS “on “arn Sune 
precedented scale. 

We made certain assumptions and calculated 
if we served every centre in the Province of a 
population of 1,000 or more, excluding Meadow Lake 
and Hudson Bay, which are quite decidely remote, 
and if we took in all the villages immediately 
accessible to the pipe line and calculated the 
cost of the transmission they would handle that 
distribution system, operation costs and so on 
and we discovered we could offer a price that would 
be distinctly less than eoal and oil with 2@ margin 
in favour of gas that was some 20 to 25% which 
would enable us to pay a suitable price vo ‘pro= 
ducers and on that basis we could break even and 
that, essentially, is the System on which we are 
operating. 

If we did not establish a consumer's 
price that was favourable compared with oil or 
coal then we could not establish the necessary 
saturation to make the total system an economic 
proposition. Consequently, that is a very defin- 
ite price subject to variation of coal and oil 
prices. Saying that these are relatively stable 
then the top level of consumer price is also 
staole and any future margins that can be secured 
for producers to provide escalation have to come 
from increased efficiency or economy in the operation. 

We developed the outline of the grid and 
constructed the northern part of it and more rec- 


ently have constructed the southern part of it and 
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contemplate, in the immediate future, an extension 
further east to Yorkton district and another connec- 
tion between the northern and southern systems. By 
the time that is done, there will be a fairly com- 
plete grid covering the Province and we are feeding 
into that grid from three points. One can picture 
it as a letter H on its side and we feed in from 
the northwest corner, the southwest corner and from 
the southeast corner and so far we have not dis- 
covered any gas in the Prince Albert or Yorkton 


area out it is likely to appear. 


Consequently, it is not possible to 
calculate the transmission cost of taking gas to 
any particular community on that grid when the 
gas is fed from three or more points. We make no 
attempt to arrive at the individual transmission 
cost as it applies to any one community. The total 
costs of operation are pooled and we have established 
the mean cost for the system and, consequently, we 
established a single price throughout the system 
for a centre of given size. Saskatoon, Regina, 
Prince Albert at present are on the same rates. 
When Weyburn, and Estevan are supplied next year 
and Yorkton the year after, they will also have 
the same standard rates. 

We do make a small distinction between 
the rate supplied to cities and larger towns and, 
again, a small increase in the rate applying to 
villages.uiTnat te jus tified -on-threeorvieus 
points in relation to these communities. In the 


first place, a city has a compact distrioution 


System. A smaller town or village, generally 
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Speaking, has residences that are more Widely 
separated and the distribution system, in itself, 
1s more extensive relative to the population and 
costs more. 

Consequently, the consumption in smaller 
places tends to be smaller than in cities. There 
is a smaller commercial load and even in individual 
residences the consumption is smaller in a smaller 
community. 

A further factor is as to our service 
costs in a smaller community. They tend to be much 
higher. Travelling distance of servicemen or the 
cost of having one man resident in a small commun- 
ity is higher than the equivalent city costs. 

Those factors justify making a certain 
difference in the rates from one size of community 
to another. But the total difference in the rate 
is only, approximately, 10% between the city and 
the village community. The spread in the consumer 
is somewhere around 20% so that the change in the 
rate hardly matehes the difference in consumption. 
We make no pretense to serve each community at cost 
nor that we expect that every community served pays 
for a teclt:. 

There is no doubt that there are areas 
of our system which are relatively subsidized and 
areas which contribute more than their bare cost. 
If we did not adopt that policy we would not be able 
to build up the total load of the magnitude that we 


anticipate and that, of course, reacts to the benefit 


Of 2he producers. 


In the case of the larger communities the 


U 


“HONe 66 Od) Dnat vert a tridititie xolieme 8 mb ateoe j 


BAGS.) De , 9} SOND, Gee, Shae BEE. § ens hh appere tbe 


ec 


iLtoned..a..o7 -etopun 4 ostwoy. to” haste baw od 


bee” a 


= irs) 


saebohae < som va aaa 
STS ah carey ee omppitutes od 
bets ha! saLugoy ott x’ avaaelen ¢ 


os i 


yea EP eme) 7 t a lea eilt .. ia 


Leitivithist 2 aera oes ago! fstortonmoe = nam | . 


EEE: Be TS A Lee, Beds LOST IENOS: pris avomeh beet 
ia oedema 
aw Lie EO OF 48) aes sotag * sarttamtt A Aa ns 


tth.co iEMioahvoss. To ASABE pabhiover? . xorigte | 
<pame ge SL neiee ae. | drwebias aw. So ait ty eri: 0° ‘den 
den. YOLo oles: Sie etd tons Gels aban 


‘PRAISED .¢ Joie Vihpey, sad secnt 


& oH? mt aorenetonn: ieood pala: wud . ois ons ot 

ae ly) ee eh at oocndid Ok ‘ceilameehiias anine ai 
wanoo, ud@d jit sheiie ae . gia saummeso egsiity ere | 
Stas, 9 iagnsds ood? 9609 Ge: ROS haves anartegnog. @t | 
CMe 6d ore VER. i sendcten yifieted ster | 

: Fal I 
YS Yi liumuog dyse 49956 et setuddaq om Salsa sow | 
V2 iret  -yseve edt tasgus ow +803 “Or . 
; “yMboedt a0? 
Sees ote osunt aad? 2 ‘hid om eievananit 
ne justbledos, gieveta ber SK “Th ttt meiteue MIO, ao 
23 SA Eee ARS. AON ee BGs sHshoe: ne LAW, reir 
O28. od “host “ony Yoitog dacy tobe: en bb es 4 


J.acid: aie free. Gris ee bet tees : wiht fs 


o gob tones. i ical i de we O.% oii 
ne Se Ais di “Ee ee Orel reso. beat 


a) 
ANGUS, STONEHOUSE & CO. LTD. a 
TORONTO, ONTARIO 


interest load is a very significant item and the 
load factors tend to be higher in the larger 
communities and our general approach is to dev 
elop a grid system to the extent that is justified 
by the service to the larger communities. We then 
connected the smaller communities that are within 
reasonable access of the line but in considering 
whether or not we could run laterally to a village 
which might be 10 miles from the transmission line, 
we would not charge that in our economic analysis 
with the main part of the main transmission line. 
The point of view would be, the main transmission 
line was built for the purpose of serving major 
loads and if we could then extend to a community 
at some significant distance away from the line 
without involving a cost that was unreasonaole, 
then we would make that extension. On that basis 
we would anticipate that we will certainly serve 
more than 100 small communities, probably 200 
small communities, in addition to all the towns 

of a thousand and up and all cities. 

At the present time we have found com- 
plete satisfaction with our retail price structure 
although we have been under pressure to reduce it. 
There is no adequate basis for requiring a reduction 
in the retail rate and we have been able to meet the 
demands of industry at rates which, again, are fully 
competitive. . Invour brief we give the relative 
savings as against alternative fuels for industrial 


and residential customers. The general range of 20 


and 30% was set out in two cases in the brief. 


I think I have covered it, Mr. Chairman. 
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THE CHAIRMAN: Thank you, very much. 
Mr. Patterson? | 

MR. PATTERSON: No, thank you. 

MR. COMMISSIONER LADNER: TI have just one 
question: in determining your policy in respect 
of local rates, community rates versus enity ,sdid 
you take into consideration the desirability of 
a consumer's uniform rate throughout the Province? 
That is, the same rate in Regina as it would be 
in Saskatoon or in someplace on the eastern border 
or on the western border, 

MR. CASS-BEGGS: We have examined that 
and I would remark that in principle that would be 
desirable. We have not instituted that. It would 
nov affect the overall economics of the corporation 
Very, Seriously to dd that. 

MR. COMMISSIONER LADNER: But you have 
a differentiated rate right now, to some degree, 
Perhaps more in one little community than another, 
depending upon the supply of gas, On what point do 
you decide on that as against an overall rate for 
the whole Province? 

MR. CASS-BEGGS: We have three rates; a 
rate for all cities, a rate for all towns and a rate 
for all villages. Any two villages anywhere in the 
Province, if they are supplied, are on the same 
rate and the same with any two towns. 

MR. COMMISSIONER LADNER: And on what 
basis do you differentiate between the price toa 
consumer in a village and the price to a consumer 


in a town? 
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MR. CASS-BEGGS: It is Simply a matter of 
engineering to cover 30me part of the extra costs. 
In supplying villages and the Smaller towns, we do 
not feel we cover the whole cost. We must consider 
the margin with respect to other fusis, actually, 
or we will not get the village market. Our experience, 
in fact, in the smaller centres has deen 4 very hich 
saturation. Many small céntres in Saskatchewan have 
almost a 100% saturation. If we raise the price to 
be strictly commensurate with the cost of supplying 


it might mean not Supplying them at all. 
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MR. COMMISSIONER LADNER: Is electricity a 
considerable source of energy as against gas in 
Saskatchewan? 

MR. CASS-BEGGS: Hlectricity is noe used 

Lor space Neatving atv: allfand, of course, Sn tere, 
uherefore, of B.T.U. consumption of energy, Wt dees 
not compare. 
MR, COMMISSIONER LADNER: And for cooking? 
MR. CASS-BEGGS: it is used: ror ‘cooking 


quite widely. 


MR. COMMISSIONER LADNER: That is electricity 


MR. CASS-BEGGS: Yes, and, to a small extent, 


on water heating. 

MR. COMMISSIONER LADNER: Are those from 
thermal plants, the electricity? 

MR. CASS-BEGGS: Yes. At the present time 
there is no hydro power used commercially for distri- 
bution to individual consumers in Saskatchewan. 

MR, COMMISSIONER LADNER: Thank you. 

THE CHAIRMAN: Mr. Minister, I do not know 
if you have another question. 

MR. BROCKELBANK: No, that is all -- oh, 
yes, one more question: 

It was brought out’ in the orier that tne 
Power Corporation is building the gas transmission 
line to the Alberta field, Hatton and Many Islands, 
and I think, Mr. Cass-Beggs,. you could probably ex- 
plain to us best of anyone the reasons for developing 
our own line and facilities there rather than having 
that gas go into Trans-Canada and then take it out. 

MR. CASS-BEGGS: The discussions with 


Trans-Canada started in 1953, 1954, and, in the 
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Fall of 1954 Trans-Canada submitted a schedule of 
rates which would be available in Saskatchewan and, 
based on those rates, an analysis was made of the cost 
of serving, at any rate, the southem portion, of the 
province which would be logically served from the Trans- 
Canada pipeline, which would consist mainly of the 
Cities of Swift Current, Moose Jaw and Regina but 
including a large number of smaller centres, and 
against that an analysis was made of the cost of bring 
ing gas from the Hatton field in Saskatchewan and the 
Many Islands, Medicine Hat area, which is an extension 
of the same field in Alberta. 

The costs were determined by our own engin- 
eers and by consulting engineers for the gathering, 
compression, transmission of the Alberta gas to bring 
into these shouthern centres. These calculations were 
made originally in 1954 and the results were compared 
with the prices then quoted by Trans-Canada, the 
lowest price for Trans-Canada being 30¢ or slightly 
over 30¢ at a 50 per cent load factor. 

We did not, in fact, anticipate reaching 
quite 50 per cent, but our calculations were based 
on that. Our own cost for comparison with that 
was some 18¢. We increased that by making an arbi- 
trary allowance and considered a possible price of 
20¢ for comparison with the Trans-Canada price of 30¢ 
and we were satisfied that we could, in fact, pur- 
chase the gas in Alberta and the Hatton field, gather 
it, compress* it. and transmio te for southem toads 
and deliver it to the town gate for 20¢. 

Consequently there was a saving of some 


10¢ per MCF over the prices then quoted by Trans- 
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Canada. 


The contemplated contract was for 20 years 
and, in that 20 years, the total consumption for the 
southern part of the system would be in the order of 
Gtidinge welll ron Cubee feet, givingsa saving oL 
$50 million over the life of the contract in favour 
of undertaking the proposition ourselves. 

It was on that basis that the decision to 
Duila une line eurselves and not utilize Trans-Ccanaca 
was made. 

We continued negotiations with Trans-Canada, 
however, in the following year, and we do now have 
a contract with that company which could have been, 
presumably, increased to larger amounts, and the 
price which presently applies is 26¢, so that comparing 
our 20¢ with the 26¢ gives us a saving of about $30 
Mehler over “the “bire-or “he “contract : However, that 
price was not available at the time we made our de- 
cision’ vo bulld the amdependent Line. 

However, we still are saving $30 million 
by proceeding on our own system as compared with pur- 
chasing gas from Trans-Canada. 

These potential savings represent three 
to Pive times thie cost of the capital faciiicies 1o— 
quired although, of course, the cost of these Paces 1— 


ties is amortized in my estimate of 20¢. The 20¢ 


price includes the operation interest and deprecia- 
tion and the transmission facilities but, by way of 
illustrating the magnitude of the saving, it is 

interesting to note that it is three or five times 


the total investment that we have made in providing 


————| this gas ourselves. It also represents a method of 
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uvilizing Saskatchewan gas and a pocket of gas which 
was fairly inaccessible to use in other ways. 

The portion of the field at Hatton has 
relatively poor deliverability and has no immediate 
market if we did not purchase that gas, so the pro- 
cedure we have adopted has, in fact, also provided a 


market for the Hatton gas. 

Our contract prices in Hatton are the same 
as those already quoted. 

I think I should perhaps add that the price 
of 30¢ as originally quoted by Trans-Canada would SOst 
about have ruled out the use of that gas for indus- 
trial purposes on a large scale. We have found it 
has been necessary to quote prices just below 30¢ in 
order to compete with alternative fuels and to provide 
agas resource that will encourage industry to locate 
in this province. Had the contract been signed with 
Trans-Canada for gas on the original price basis we 
would have been in a position to service the industries 
adequately. 

MR. COMMISSIONER LADNER: If the 26¢ rate 
had been offered in 1954, would that have been accept- 
able instead of building your own line? 

MR. CASS-BEGGS: No, we would still have 
built our own lines. The potential saving of $30 
million would have been so significant that we would 
not have accepted the Trans-Canada rate. We 
would have had to have gas at 20¢ delivered to the 
major load centres in order to forego our own con- 
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MR, COMMISSIONER HARDY: Mr. Chairman, 


may I ask Mr. Cass-Beggs if that situacion 42s ataald 
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WI 


unusual with long distance, large pipelines, if fin- 
anced and built, and the’ whole organization is developed 
but,, in the case of Trans-Canada, primarily to deliver 
gas to Toronto and Montreal? What I do not understand 
is why you would expect to get any other answer, with 
tie emounceol gas you Were inverestéd “Insite eror 

a comparatively small length of transportation line 

as compared to what Trans-Canada were interested in. 

MR, CASS-BEGGS: Well, I think I would put 
it this way: if I had been operating a transmission 
line such as Trans-Canada and designed the line cor- 
rectly for taking gas to Eastern markets, without any 
reference to Saskatchewan, and a customer in Saskat- 
chewan had come along and said, "Are you interested 
in selling gas at a certain amount in Saskatchewan, " 
then I would have asked what increase in capacity of 
our facilities and what cost was required in order to 
meet that basic load. This is a 30-inch pipe, a3 
think a 34-inch diameter pipe and, without making the 
calculation, I suspect that an extra i7e ine of 
diameter or one inch at most would have met the sas- 
katchewan requirements. 

Consequently, the extra cost of supplying 
the Saskatchewan load would be, for the sake of 
argument, one inch extra of diameter or a 3 per cent 
inerease in the capital investment of the Sas- 
katchewan portion and, costing that our, G em 
quite certain would have given a price below 20¢. 

However if I was not interested in the 
business, then I would have said, "Well, what is 
the cost of providing it by an independent pipeline 


of the right sizefor tne Saskatchewan load," and I 
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would have settled the price at that. Somewhere in 
between those two is probably the right figure. 

MR. COMMISSIONER HARDY: One other question, 
Mr. Chairman: 

Could not this same basic argument that you 
are advancing in connection with Trans-Canada be 
applied internally within the province here to your 
Saskatchewan Power Corporation plan by which you aver- 
age out your distribution charges, CXCepEewtor elise 
small differential of 10 and 10 and 10 between the 
consumer prices as to the three types of community? 

MR. CASS-BEGGS: Yes, 10 could: pucimie 
would not then build up the sale of gas on which we 
depend to make the total system an operating entity. 
Tf we cook the total cost. of Supplying each individual 
village we would probably find that no villages could 
be supplied. We would build a pipeline to Regina, 
because there is a good load there, and that would be 
apout the limit. We would supply Regina at cost, but 
there would be no possibility of taking gas to other 
centres. 

MR. COMMISSIONER HARDY: But you would not 
permit a local community that was, say, 4 1/2 miles 
from a gasfield, to go into the gas distribution 
business, even though they might be able to show a 
comparable saving to what you are suggesting with 
Trans-Canada? 

MR. CASS-BEGGS: The question has not 
arisen. I feel that our prices are still more 
favourable than those at which any local community 
could undertake it. We have one or two cases where 


individual customers are supplied by the producing 
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oil companies locally and certainly we never raise any 
objection. It is logical to do it that way. 

I think we operate in essentially dies code 
manner aS any other gas utility that expects to have 
the exclusive franchise in the area which it serves. 
We serve the economic region in Saskatchewan with an 
exclusive franchise. 

MR, BROCKELBANK: I think if you allowed 
Some person to pick out a community and serve it, 
they would not be interested in villages; they would 
be interested in Regina and Saskatoon and leave the 
skim milk to somebody else. 

MR. COMMISSIONER HARDY: Well. Iemighs 
perhaps explain, Mr. Chairman, that the Commission has 
briefs before it raising that problem in another pro- 
vince and I just wanted to get the reaction. I appre- 
ciate the information very much. The reason I was 
asking the question was a little bit irrelevant to our 
maim discussion here. 

THE CHAIRMAN: Mr. Minister? 

MR. BROCKELBANK: Mr. Chairman, I did want, 
Vi Civ. Ss is the end of our presentation, to just close 
with a few words. It is now half-past twelve but I 
promise to be very brief and I suppose you would per- 
mit that. 

THE CHAIRMAN: Yes, sir, certainly. 

MR. BROCKELBANK: I do not think we 
should forget some of the basic things in this whole 
oil and gas business, that is, the exploration for 
and discovery of these resources. I think we have 
all got to admit this is a risky business. They even 


get dry holes sometimes in Saskatchewan and Alberta 
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and they run into’ people like Mossadegh in the Middle 
Fast, so there are various risks in this business of 
exploring for and discovering and developing supplies 
of oil and gas, I think we should keep that in mind 
from time to time, because Certaindy 2y 118 Ane ene 
interests of our country, the interests of our pro- 
vince, that this work of exploration and discovery 
continue to be carried on. 

So markets become a very important factor 
enaeie would Ike to ‘suggest that, with the very heavy 
eremene “OL risk “in the first ‘end’ of tne business, when 
it comes to the question of transportation, where, 
eranved, there is’ some risk, but comparatively Little, 
that we should expect that transportation will be 
carried on at as reasonable a cost as possible. 

If we are going to develop the business, we 
have got to have a favourable price to the consumer 
and a price to the producer that will make for a good 
incentive. 

In regard to the gas markets, the situation 
is somewhat different. For many years in Western 
Canada, in Alberta there was no market of any size at 
all compared to the reserves, markets only in their 
local communities, and we were in the same position 
here, having no market when gas was first discovered; 
SOLO Supply that market, as“well’ as serve our 
people, we set up this policy which you have heard 
explained to you this morning guaranteeing markets 
to any quantity of gas which is economic at I think 
what would be recognized as competitive prices. 

I think, during the hearing, there were 


at least one or two remarks made in regard to the 
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fact that the owner of gas reserves or the producer 
has, in Saskatchewan, a, sole market, only the Saskat- 
chewan Power Corporation. One of the important 
things I think to remember is to ask ourselves the 
question: how many markets has a producer of gas 

e20t, available to him in Alberta, and possibly, for 
most producers, that narrows down there to one market, 
too, by virtue of the very nature of the business of 
taenitoine and JCistrpibuting ag. Je It scoudd “pe 
efficiently carried in barrels, the situation could 
becgatrerent; put that. is not the fact. 

I would also point out that here in Sas- 
katchewan the Saskatchewan Power Corporation, being 
the purchaser, is not only subject to the influence of 
other Departments of Government concerning the best 
interests of the province; for example, I would cer- 
tainly take objection to a policy of prices which 
would kill off the incentive for future development. 

Also, in the same way, the Power Corpora- 
tion, although it is a sole purchaser, is subject 
also to pretty strong public opinion, even much more 
subject to public opinion than a privately-owned 
corporation doing the same job. 

I do not think I need to make any further 
remarks about our gas policy within the province, 
but, looking at the gas situation as a Canadian, I 
would think we would want to look at this whole ques- 
tion pretty closely. The tables given at page Oi “in 
our brief showing the comparison between Canadian re- 
serves and United States reserves and the customers 
per 100 persons in each country, and the consumption 


per capita in each country, adding to that the 
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difference in our climate, in the national interest I 
feel we should be looking very closely at this ques- 
tion of whether or not we should export such a fine 
premium fuel. That will not help the problem of the 
producers or the potential producers, but I would like 
to mention again what has already been mentioned: in 
the national interest it might be considered that 
Canada, together with the consumers represented by cer- 
tain provinces, could very well consider purchase of 
some of these reserves in the ground. Even sit the 
Owners can produce them, they are not going to get 
paid out in the next 5 years for those reserves, and I 
think this is an avenue that certainly should be ex- 
plored. 

Ll appreciated the words of Mr. Sandlin in 
regard to the relationships between our two countries, 
and they should be good; but if we do not look after 
the interests of Canadians, I don't know who will do 
it, and in the matter of a commodity as important as 
natural gas and with a climate like ours it becomes, 
in my opinion, more important than ever that the inter- 
vening costs of transportation and handling should be 
kept down to the minimum so as to give to as many 
Canadians as possible the best advantage of this 
fine fuel and, at the same time, to give to the people 
who risked the kind of rewards for their returns 
which you must give in a high-risk business. 

In closing, Mr. Chairman, I want, on be- 
half of the Government of Saskatchewan and those of 
us who have appeared here before you, to express 
our appreciation for the fact that you are here on 


this very important subject, personal appreciation 
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to you and the Members of your Commission and of your 
staff for the very fine and co-operative method in 
which you have conducted the hearings; and when you 
come back to Saskatchewan, and undoubtedly, I hope, you 
will be coming, on the later round, we will certainly 
be looking forward to seeing you again on that occa- 
evoo.! iank you. 

THE CHAIRMAN: Thank you very much, Mr. 
Minister. The Commission deeply appreciates the labour 
and effort that went into the preparation of this 
Braet rand, on behalf ofall. of us and: the etatr, 2 
want to thank you and your colleagues and assistants 
for the able brief that you did present to us and 
also for your co-operation, kindness, your hospital- 
ity in the Tact that you put this very excellent 
chamber at our disposal in which to hold these hear- 
ings, which made a great deal of difference. 

Thank you very much, sir. 

Gentlemen, we shall adjourn, and I think we 
had better make our re-convening time 2.15 this after- 
noon and, Mr. Parkinson, I think the Coal Operators 
Association of Western Canada and the Western Coal 
Utilization Council are prepared and ready to go on 
With their brief, is that right? 

MR. PARKINSON: That is right, Mr. Chairman; 
they will be ready. 

THE CHAIRMAN: All right, then, until 2.15. 

MR. BROWN: Mr. Chairman, I wonder if 
T coulkd file-just the other contract, as requested 
yesterday, a copy of the contract between the Steel- 
man Gas and the Corporation. 


THE CHAIRMAN: Thank you very much, sir. 
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~--EXHIBIT NO. R-16-1: Contract dated January 30, 
, 1958 between Saskatchewan 

Power Corporation and 

Steelman Gas Limited. 


---Whereupon the hearing adjourned, at 12.45 p.m. 
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eAA eo-Un, resuming. ate 2.15. pam, 
4 
Submission of 
THE COAL OPERATORS! ASSOCIATION oF 
WESTERN CANADA and THE WESTERN COAL 


UTILIZATION COUNCIL 
aero ae Ne ee 
APPEARANCES: 
Mr. W. C. Whittaker - Managing Director, 

Coal Operators Associa- 
tion of Western Canada 
and Secretary of the 
Coal Utilization Council 


Mr. William Bird - General Manager, 
West Canadian Collieries 


Mr. R. D. Livingstone - General Manager, 
Letnobridge Collieries 


THE CHAIRMAN: Gentlemen, the Commission 
will aow resume its hearings. 

MR. PATTERSON: The next submission to be 
dealt with is presented by The Coal Operators 
Association of Western Canada and The Westera Coal 
Utilization Council. 

I suggest we commence by marking tne sub- 
mission, which will be Exhibit R-16-2. Mr. 
Whittaker, I believe is going to read the brief. I 
would ask him to introduce himself and tne gentleman 
ne has with him to the Commission. 

MR. WHITTAKER: Mr. Borden and gentlemen. 
My name is William C. Whittaker. I am the Managing 
Director of the Coal Operators' Association of Western 


Canada and Secretary of the Coal Utilization Council. 


| I nave with me on my immediate right Mr. William Bird, 
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General Manager of West Canadian Collieries, who is 
President of our Association and Mr. R. D. Living- 
stone, General Manager of Lethbridge Collieries, 
who is President of the Coal Utilization Council. 

THE CHAIRMAN: Thank you, Mr. Whittaker. 
Mr. Whittaker, we have been adopting a practice, 
having had an opportunity of reading this brief, 
of having you read parts and we would Loterrupt or. 
ask you to skip, but it will all go into the trans- 
cript. It is partially a time-saving device but 
also we were unable to follow that procedure orevious- 
ly because we did not receive the brief until just 
before the Commission sat. In these instances 
woere we have the briefs and can go over them in ad- 
vance, providing the submitter has not any objection, 
that is the way we would like to do it. 

MR. WHITTAKER: Fine, thank you. 
te Introduction 

This Brief, which deals with the coal indus- 
try try of Alberta and British Columbia, with the 


present position and difficulties of the industry, 

and with the outlook which the industry faces in the 
years to come, is submitted on behalf of The Coal 
Operators' Association of Western Canada and The 
Western Coal Utilization Council. These two organiza- 
tions represent interests who jointly produce over 


JO percent of tne tonnages mined in Alberta and 


British Columbia. 
Total coal production, which reached a 
maximum of 10.5 million tons in 1)4 5, now stands at 


less than 5 million tons, while employment has fallen 


| from a high of about 11,000 men in 1549 to approximately 
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4,100 in 1957. The value of total production, which 
to 1949 amounted to 55 million dollars, is assessed at 
| 


about 25 million dollars in 1557. Reasons for the 
deterioration of the industry in the two provinces 
under consideration are to be found in - - 
(a) the progressive dieselization of the railways, 
and 
(b) heavy inroads into traditional coal markets 
by alternative fuels which became avail- 
able with the discovery of large petroleum 
and natural gas reservoirs in Alberta. 
This competition by alternative fuels has progressed 
despite the maintenance of relatively stable produc- 
tion costs in coal mining and the extensive mechani- 
zation of the industry. 


Lie Recent History and Present Status of the 
Industry 


Because of the variety of coal types 
occurring in Alberta and British Columbia (lignite 
to semi-anthracites, See Tab "0"), and the variety 
of mining conditions, it is helpful to consider the 
coal industry of the two provinces as broadly fal- 
ling into two categories: 

(1) High rank bituminous coals, which occur 
predominantly in tne mountain regions and 
are mainly produced in underground mines; 

(2) Sub-bituminous coals, which occur in the 
plains areas and are mined both by strip- 
ping and underground operations. 

Production figures for the Provinces of 
Alberta and British Columbia over tne past eighteen 


years are shown in the following table: 
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The Commission will note that a high 
point in production was reached in the period 1946 - 
1345, and that there has been a coatinuing and 
accelerating decrease from 1950 onwards. This down- 
ward trend has been particularly pronounced during 


the past three years. 


Employment totals, total manshifts worked 
and wages earned in the years 1947 to 1957 are 
Summarized in Table 2: 

Table 2 
Number of Men Employed, Manshifts Worked and 


Wages Earned, Provinces of Alberta and 
British Columbia 


No. of Men Manshifts Wages 

Employed Worked Earned 
1947 Ley042 2,464,931 $25,004,471 
1548 10,992 2,261,205 26,900,117. 
1549 Ls bis 2,330,909 28 , 727,418 
1950 10,245 AGT, 165 26,297,062 
1951 9,402 2,058,987 20; 767, 607 
1552 8,866 1,915,692 20,035 ,Ly5 
1953 7,338 1,439,066 21,477,284 
1954 6,155 1,198,547 18,073,487 
LOD. ge he 17062 ,565 16,356,040 
1956 4,814 L034 2271 16,099,228 
1957 4,136 780,532 12,152,863 (Est ) 


source: The Coal Mining Industry, Dominion Bureau of 
Statistics 


KEKKKKKKHKK 
Sales of Railway Locomotive Fuel and the 
geographical distribution of production over the past 
seven years (1957 - 10 months), are shown in Table 3, 
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MR. WHITTAKER: I would like to make a note 
briefly on the table Roane that so far as Alberta 
is concerned the tonnage in 1.57 is 37% of that in 
ime ne realiway iuel in 1957 1s 7% of that in 151, 
Tne Ontario shipments are 35% of that in 1551. Other 
shipments have been cut in nalf. Ia British Columbia 
the situation is slightly different. The production 
in 2357 is 60% of that of 1951. Ratlway fuel. in 
1957 is 20% of that in 1351. The shipment to British 
Columbia Industrial Consumers was cut in half. For 
Alberta .and British Columbia tcgether the produc- 
tion in 1557 is about 46 per cent of that of 1951. 

MR. PATTERSON: Mr. Whittaker, your 
Association does not represent strip mining companies. 

MR. WHITTAKER: Yes. I might just explain 
that, the Coal Operators'Association includes com- 
panies who mine coal by underground and strip methods 
but predominantly underground and the Association 
members all have labour contracts witn the UCWA, 

MR. PATTERSON: I thought perhaps the reason 
there was nothing on Saskatchewan in this table was 
it was mainly strip mining. You nave no members of 
the Association in Saskatcnewan. 

MR. WHITTAKER: That is right. The Coal 
Utilization Council embraces all of those members 
who are members of tne Coal Operators! Association 
and in addition the strip mines of Alberta who do 
not have contracts with the UCWA. That is one of 
the differences but I tninle that is suffictleat. 

EEL Mine Closures 
A feature of the coal industry ia Alberta 


and British Columbia has beea the large number of 
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mines, many of wnich operate on a very smail scale 
and as "wagon mines" serve a purely local trade. For 
example, in 1547, 131 mines were registered in 
Alberta alone. However, 88 percent of the total 
production during that year was derived from only 39 
mines. The subsequent decline of the industry has 
forced large aumbers of mine closures, and it is note- 
wortny that this has extended to Many large as well 
as small mines. Closures of mines with production 
over 25,000 tons per year since 1947 are indicated 
below: 

Producing 200,000 tons and over 

9 190,000 to 200,000 tons 


. 50,000. Lo mou roo.) 
7 25,000 to 50,000 " 


NG tenteneeon 


IV. Productivity and Production Costs 

The productivity of toe Alberta and British 
Columbia coal industry mignt conveniently be viewed 
against the productivity of other coal producing 
countries. The latest available figures on which such 


a comparison can be based are as follows: 


U.S.A, - Bituminous Hee tons per manda y 
Aataracite 2c 

Canada 358 : ° 
Netnerlands 25 : 
Poland 1.46 : : 
Great Britain 1.24 , 
Germany 1.06 : : 
France 0.66 


Latest Dominion Coal Board figurés show that 
toe average output for all mines in Alberta and British 
Columbia during 1956 was 5.0 tons per mansnift as 
compared with a Canadian average of 3.8 tons. 

For 1956 figures on Mine Costs and product- 
ivity by Provinces,(See Tab "D".on original brief) 

It should also be noted that the Alberta- 


British Columbia average approximatesfairly closely 
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to mine outputs in tne U.S.A. in areas where similar 
mining conditions exist. However, underground min- 
log conditions in Western Canada are much less fa- 
vourable than they are in the Eastern United States 
where almost "factory conditions" obtain because of 
flat seams, good roofs and pavemeats, and relatively 
snallow cover. 

The Bituminous coals of Alberta and Britisa 
Columbia, whica for the most part occur in the 
Mountain areas, have been severely disturbed aad 
dstorted by geological thrusts and uplifts; seam 
inclinations may vary between 10° and 90°; and mining 
operations in such seams require neavy timbering. 

The steep pitch of the mines, the friable nature of 

the coals, and the poor roof and pavement conditions 
place several obstacles in tne way of complete mechani- 
zation. In spite of these obstacles, nowever, 
practically all of the larger Alberta and Britisn 
Columbia mines are extensively mechanized. 

The prairie coals of Alberta, woich are 
geologically young. tend to occur in seams with weak 
roofs and soft pavements and tney therefore also 
require heavy timbering during mining operations. 
Nevertheless, almost all tnese coals are mechanically 
mined and loaded. 

High production rates are obtainable in strip 
mining operations which are contributing increasing- 
ly tothe total annual production of coal in Alberta 
and Britisn Columbia, but reserves of coal amenable 
to this form of extraction are relatively small in 
comparison to the reserves of coal under thick cover. 


Latest average production costs are given 
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in toe Dominion Coal Board Report for 1956-57. (See 
Pava.oeger original brief) wo. PoreAdbertasnna British 
Columbia underground coal (with an average calorific 
value of 26 million Btu per ton), production costs 
amount on the average to $6.53 per ton, while Alberta 
Strip-mined coal (with an average calorific value of 
16.6 million Btu per ton) is produced for an average 
of $3.32 per ton. These costs correspond to pithead 
costs of 25¢ and 20¢ per million Btu respectively. It 
is instructive to note that the average wellhead 
price of petroleun produced in Alberta during the 
first nine montas of 1957 was $2.62 per barrel, Lee, 
approximately 45¢ per million Btu. An even more aot 
comparison with fuel oil suggests that fuel oils 

Nos. 2 and 5 would have to be produced at between 
pl.20 and $1.60 per barrel - corresponding to between 
3.4¢ and 4.6¢ per gallon - in order to rival coal 

on a straight cost basis. 

Present field prices for natural gas tend 
to be somewhat lower than production costs entailed 
in underground coal operations, but it is of interest 
taat the coal industry is already producing sub- 
stantial tonnages of stripped coa (destined mainly 
for power generation) at less than $2.00. per ton, i.e., 
at a cost equivalent to natural gas at 12¢ per Mcf. 

In the light of these figures, the widely 
held view that coal has priced itself out of the 


market would appear to be quite fallacious. 


V. Fuel Efficiency and Fuel Cost Comparisons 
The concept of efficiency is generally a 


somewhat vague one and frequently quite meaningless. 


In fact, efficiency is far less dependent on the type 
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of fuel burned than on the equipment in which it is 
turned. Even tae most modern appliance becomes in- 


efficient 1f it is not well designed, well installed 
and well maintained. 

As @ general rule, modern coal burning 
equipment operates with the same efriclency asorr 
and gas burning equipment -- indeed, may at times be 
actually more efficient than aatural gas because of 
the nigh hydrogen content of the latter. For example. 
in large industrial applications using spreader 
type stokers or pulverized coal firing, efficienctes 
of 80% to 85% can be obtained without difficulty and 
this efficiency may be as much as 5% higher than can 
be obtained with natural gas firing. 

The following table shows Stoker-Boiler 
Efficiencles using coal firing as compared with fuel 


oll and natural gas in various applications. 


STOKER - BOILER EFFICIENCIES AND FUEL COST 
COMPARISON CHARTS 


(See page 12 of original brief). 

MR. WHITTAKER: I would like to make some 
explanatory notes re,;Stoker-Boller Efficiency Table. 
This table, without going into the figures, shows that 
using small household equipment efficiencies range 
from 59 to 65 percent in the best modern equipment 
for all fuelj New modern automatic natural gas equip- 
ment might run somewhat higher but aot much. 

In commercial and small industrial applica- 
tions efficiencies of 65 tio 70 percent could be expected. 
In water tube boilers of 5,000 steam per hour your 


figure is 75% to 85% that could be obtained with good 
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grades of Bituminous coal. Powdered fuel aoplications 
| show the highest efficiency, 383 to 88 percent. 


The next page, the Fuel Comparison Chart 
it snows coal versus aatural Sas. Consumers and 
inland cooking and water neating rates are equivaleat 
to the better grades of coal at $35 to $50 per ton -- 
13,000 BTU coal to $47 per ton. Consumers and inland 
Space heating rates are equivalent to 13,000 BTU coal 
at $32 to $35 per ton. The Saskatchewan Power Corpora - 
tlon rates for space heating at 7O¢ MCF are quuivalenat 
to coal at from $10 to $20 per toa depending on the 
grade used. Calgary space heating rates at 35¢ MCF 
are equivalent to coal at $5 to $10 per ton. 

Now the next table is a comparison of coal 
versus fuel oil. Fuel oil at Trail, British Columbia, 
at 23.9 coal is equivalent to coal at $28 to $37 per 
ton. Fuel oil atToronto, Moatreal, and London at 
18.3 ceats is equivalent to 13,000 BTU stoker coal 
ao s26 a “ton. 

The next chart is coal versus industrial 
fuel oil and the next coal versus propane. I would 
aote that propane is a relatively expensive fuel: The 
delivery price in Calgary was about 17¢ a gallon equiva- 
lent to $30 a ton. It is generally fouad rather 
expensive for space heating. 

MR, COMMISSIONER HOWLAND: Mr. Whittaker, 
what ls tne authority for these cnarts? Did you pre- 
pare these yourself? 

MR. WHITTAKER: We prepared these in co-opera- 
tion with the Research Council of Alberta. These are 


On a straight equivalence of BTU's without considering 


fuel efficiencies. 
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Transportation Costs: The coal industry's 
competitive position is. rendered somewhat difficult 
by the higher transportation and handlins charges 
levied against coal as compared with those which apply 
in the case of petroleum and natural gas. For ex- 
ample, the cost of railway transportation of coal from 
Drumheller to Winnipeg (a distance of 819 railway 
miles) is $5.88 per ton, or 29.4¢ per million Btu. 
(see iad) Ein Original brief)... The cost or moyine 
natural gas over the same distance at a rate of 2¢ 
perm Mcf per 100 miles. is 16.4d¢ per million Btu, “or 
Slightly over one-half that for coal. The difference 
in transportation costs is even more pronounced when 
shorter distances are involved. Thus, the cost of 
railway transportation of coal from Drumheller to 
Saskatoon (315, miles) is $3.98 per ton, or 19.9¢ per 
Misi iten. Bou, while the cost of moving natural gas vover 
this distance would be between 6¢ and 7¢, or about 
one-third as much. 

The cost of moving petroleum by pipeline 
is even less than the cost of transporting natural 
gas. Consequently, furnace and industrial fuel oils 
move to market at a correspondingly lower cost. 

(For railway freight rates on coal ship- 
ments to points between Fort William and Vancouver 
and to typical points in Central and Eastern Ontario, 
see Tabs "E" and "F" in the original brief). 

Vid. Transportation Subventions: Subvention 
assistance to the Cinadian coal industry has been in 
effect in varying degrees for the past 30 years, 

and has resulted from the geological position OG 


the Canadian coal fields in relation to major 
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Canadian coal markets. This assistance is in the 
form of a payment of part of the freight cost by 
the Federal Government to the railway companies on 
coal moving from the mines into Specific areas 
principally in Central Conada. 

The subvention on Western Coal was de- 
Signed primarily to make Cunadian coal competitive 
with imported American coal in the Ontario market. 
Subvention assistance was later extended to meet the 
competition of American locomotive fuel in Western 
Ontario, Manitoba and to a limited extent in the pro- 
ving of Saskatchewan. The assistance provided has 
been of much value to the industry over the years. 

At the same time it has not resulted in the build-up 
of any substantial or lasting market in the province 
of Ontario. Subventions have been particularly effec- 
tive in maintaining the railway fuel market in recent 
years, although with the conversion by the railways 
to diesel power and the movement of natural gas into 
Ontario by Trans-Canada Pipe Lines, coal's competi- 
tion is now natural gas as well as imported American 
coal. As a result, the effectiveness of subventions 
in their present form has greatly diminished except 
in the matter of assistance in the movement of export 
coal to the Pacific Coast and a much smaller tonnage 
will be moved under assistance than formerly. 

For details of Subvention Assistance avail- 
able and subventions paid on Alberta and south- 
eastern British Columbia coal in the period 1947 to 
1056, see Tabs. "Gand “H” in the original brie. 

1 ae Research: For the past few years, both 


Federal and Provincial agencies have carried out 
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valuable programs of coal research and development. 

On the Federal level, this work has been the respon- 
sibility of the Fuels Division of Mines and Technical 
surveys, while provincial efforts in this field have 
centered in the Research Council of Alberta. The 
Dominion Coal Board has provided the liaison between 
industry and the research agencies. The scope and 
results of the researches have been published in 

the many publications emanating from these agencies. 
ee Competition of Other Fuels: Despite the 
eigorcs or ule coal Industry and’ of the Pederai "Govern-— 
ment, recent years have witnessed a rapid shrinkage 
of coal markets due to the phenomenal growth of the 
naverta petroleum and natural’ gas tandusury and to 
thesprosressive dieselization of the railways. Natural 
gas has replaced a large tonnage of coal as a domestic 
fuel and in industrial space heating and steam rai- 
Sing, and has also made heavy inroads into the fields 
of electric power generation. in addition, petroleum 
products have made incursions into domestic and 
industrial heating and replaced coal to a consider- 
able extent in coal-fired railway locomotives. 

This replacement and the extensive concurrent diesel- 
igation of railways is reflected in the: following 
tabulation which shows the consumption of western 


coal in locomotives since 1947: 


(see next page for table) 
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Coal Consumption by Railways 


Poaass 2,869,600 tons 
1948-49 Cirle Shen ah 
Ug O250 3,354,074 
1950-51 2, (16,547 
1951-52 25575 29 
Lee DO 2s O02 
1953-54 2,284,703 
1954-55 560,605 
1955-56 983,255 
1956-57 803, 994 
1957-58 200,000 (est.) 


Source: Dominion Coal Board 
You will notice consumption has decreased 
from 2,869,600 tons to 200,000 this year or about 
{ per cent of what it was formerly. 
ba The Outlook for the Western Coal Industry: 
Despive the current depression of the coalMindustry 
in Alberta and British Columbia there are several 
grounds for optimism on a longer term view. The most 
Signirrcant.tare: 
(a) the sheer size of the Western coal re- 
serves, i.e., their huge preponderance over 
probable petroleum and natural gas reserves, and 
(bd) the present and future relative costs of 
coal, petroleum and natural gas. 
With respect to coal reserves in Alberta 
and British Columbia, it is estimated that these 
two provinces contain some 74% of Canada's total coal 
reserves. Recoverable coal has been placed at some 
23 billion tons, consisting of sub-bituminous coal, 
bituminous coal and semi-anthracite, and according 
Go Uny Lieuming, -23 ball lionsvene would be equivalent 


66.575 tEriliien*eubic feet. 


It will be noted that there are already 


several areas in which coal is directly competitive 
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with natural gas. One example lies in the field of 
electric power zeneration. Moreover, as time goes 
on, it is likely that the competitive advantage will 
shift to coal more rapidly. It also seems highly 
probable that the price of natural gas will increase 
substantially when the export of these fuels is 
tulidy underways*and it is equally almost certain 
that coal may become cheaper than at present as a 
result of further improvements in mining techniques, 
Horeneiiaclenteuttligetion, and the development of 
en a velyonew uses fori coal or coallby=productes 

(a) Domestic and Industrial Heating: In the 
field of domestic heating, it is probable that coal 
will be unable to do more than maintain its present 
position. The widespread use of natural gas for 
home-heating, and the increasing employment of fuel 
oil for this purpose in areas not services by gas, 
has already cut heavily into the coal market, and if 
a relatively buoyant economy is maintained, the 
"convenience" offered by gas and fuel oil will make 
a return to coaby improbable in urban. areastvab’ Lease. 
On the other hand, considerable progress is being 
made in the development of automatic, packaged, 
coal-combustion equipment that minimizes the need 
for attention and manual operation; and it is equip- 
ment of this type that may prevent further encroach- 
ment on the domestic market by gas and fuel oil. In 
small and medium-size industrial and institutional 
establishments the use of modern coal-fired equip- 
ment, coupled with favourable fuel costs, may well 
result in considerable re-coversions to coal. 


There are expectations, moreover, that 
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price movements favourable to coal will also result 

in a substantial rebuilding of a coal market in indus- 
trial space heating and steam raising. The present 
use-pattern in the United States, where heavy industry 
other than steel making is increasingly relying on 
coal, offers impressive substantiation for this view. 
(See End-Use Pattern, American Bituminous Coal - 
Tope Pamveriginalipeier) 

(b) Electric Power Generation: The principal 
market for Western Canadian coal, however, seems to 
per cevelopins imcthe field of electric power genera- 
tion. Most of the low-cost hydro sites close to load 
centres in Alberta and British Columbia appear to 
have been already exploited, and future expansion of 
power-generating installations is consequently expec- 
ted to be based on coal and to be located at (or close 
to) producing mines. In this connection the Commis- 
sion's attention is drawn to the 1956 Annual Report 
of the Alberta Power Commission, which reads in part 
as follows: 

"Between now and the end of 1961 we expect that 

V7, 000 KW) Or Additional hydro capacity tried 

be developed, as well as 368,000 K.W. of fuel 

burning generating equipment. At the end of 
this period the relative amounts of hydro and 
steam capacity will be 34% and 66% respectively. 

Beyond 1961 other hydro plants will be built, 

but the trend towards steam will continue with 

power from hydro becoming relatively less impor- 
tant. 
"The increase of 368,000 K.W. in fuel 


burning power plants will require a great 
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increase in the amount of fuel used. Until about 
1961 much of this increase will be supplied by 
nevural - gas with coalev still playing a minor 
role.) By thab times however, we expect that 
some of the plants burning natural gas - Wabamun 
for instance, may convert to he use of coal 

or cease to add other gas burning units. With 

a plant of the size that Wabamun will then 

be (240,000 K.W.) we believe that it will be 
more economical to switch over to coal, even 

if there should be no increase in the cost of 
gathering and delivering large amounts of 
natural gas. From 1961 on we expect that nearly 
abl. fuel ‘buiming power plants will be designed 
for burmine coan 

I might say that the 1957 report is now 
out and elaborates on that. 

The Alberta Government's submission to 
the Gordon Royal Commission on Canada's Economic Pros- 
pects takes much the same view. It is noteworthy 
that prairie strip coal is already available in large 
tonnages and at prices at which this coal is econ- 
omically most attractive to the utility companies. 
As already noted, several of these coals are already 
directly competitive with natural gas; and the range 
of coals that is so competitive will increase as 
power plants come to be located near coal deposits. 
While the development of coal-burning power-generating 
installations will primarily aid mining of sub- 
bituminous coal, which can be recovered in stripping 
operations, there are several areas in which bitu- 


minous coal may contribute to the power generation 
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fieLd, 

For example, the bituminous coals of the 
Lethbridge, Cascade and Crowsnest Pass areas of 
southerwestern Alberta are particularly well located 
for use in thermal power plants because the hydro re- 
Sources, except for peaking purposes, have already 
been largely developed. With thermal plants located 
at or near the mines, transportation cost of coal 
would be eliminated and this would result in fuel 
costs in the order of 20¢ to 25¢ per million Btu or 
Less, 

I might mention here the Ontario Hydro 
costs would run somewhere in the order of 30¢ or 32¢ 
per miditon Btu's using. imported coal, 

Base load plants will be required shortly 
in this section of Alberta and British Columbia, and 
we believe that with some financial incentive the 
establishment of such projects could be moved for- 
ward in time to provide in part at least the markets 
urgently needed for continued operation of the mines 
in this area. 

The Crowsnest Pass coals are also located 
close to the American border and to the Pacific 
Northwest United States where a power shortage has 
existed for some years. Improved transmission tech- 
niques may make it possible to move substantial 
blocks of power into these areas from the above 
suggested plants which would provide additional 
markets for coal. 

In gneral it would appear that a better 


purpose would be served by encouraging the location 


of new power generating installations at the mines 
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rather than by the continued payment of subventions 
in an attempt to enable coal to move over long 
distances 

(c) Metallurgical Coal and Coke: A third 
major market for coal will probably be created by the 
growth of metallurgical operations in Alberta and 
British Columbia. Despite the current substantial 
cut-backs in steel production in North America, 
tne steel industry is sti11 ‘an expanding one, and 
its demand for coke is certain to grow. In this con- 
nection, it might be pointed out that the reserves 
of coking coal found in the mountain areas of Alberta 
and British Columbia are considered the largest west 
Of ethe*Mississippi River.’ These coals are or good 
coking quality and have the added advantage of a very 
low sulphur content. There is, at the present time, 
a substantial tonnage of coke being manufactured in 
the Crowsnest Pass, and these operations are likely 
to expand considerably. An expansion of shipments 
of metallurgical coal to Utah can also be looked 
forward to in the foreseeable future; and if the 
steel industry extends to the San Francisco Bay area, 
the Crowsnest Pass will be a logical source of coking 
eoals for that market. 

Several companies in Alberta and south- 
eastern British Columbia are presently studying the 
possibiliry of making pig trom and svcel, “and 
while these plans may not materialize immediately, 
it is\Tikely that an industry cof-cnis kind wilt pe- 
come a reality in the not too disvant fuvures Coa, 
coke and power would then be required in quantity, 


and this demand would have profondly beneficial 
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effects on the coal industry. 

It should be noted that the use of steel 
in Alberta and British Columbia is rapidly growing 
because of the requirements of the petroleum and 
natural gas industry, and that existing steel manu- 
facturing works, based on the electric smelting of 
Scrap steel, are expanding their capacity. It seems 
likely therefore that the supply of scrap at econ- 
omic prices will soon be inadequate and that more 
pig iron will be needed in the not too distant future. 

(d) Coal Chemicals: Examples of novel markets 
for coal may be found in the various possibilities 
of establishing large chemical enterprises on coal 
or coke by-products. Tars produced in the manufac- 
ture of low-temperature chars for thermal power sta- 
tions would be a typical starting material for such 
enterprises. It is not proposed to enter into a 
detailed discussion of this highly complex field in 
this brief, but the Commission may be interested in 
the views expressed by the Research Council of 
Ahiperta,on chemical utiligation of -coaleseln theis 
contribution to "Alberta's Economic Prospects", a 
submission by the Province of Alberta to the Gordon 
Commission, it is stated (page 94): 

"And finally, there appears to lie ahead a 

distinet, possibility of eventually basing a 

chemical industry on coal that will supple- 

ment rather than compete with the petrochemi- 
cal industry. The possibility of converting 
coal into synthetic liquid and gaseous fuels 


by hydrogenation and gasification -- processes 
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that have been exhaustively studied in the U.S.A. 
and in Germany -- is considered remote in Alberta un- 
less new developments in this field are reported. But 
hydrogenation to produce chemicals rather than gaso- 
line, and/or carbonization with Subsequent manufacture 
or organic chemicals from the carbonization by- 
products, appear quite capable of exploitation in 
Alberta. What is particularly attractive about 
these possibilities is that Alberta's diversity of 
coal types would permit appropriate selection of dif- 
ferent coals for specific manufacturing processes. 
Moreover, in an integrated industry, hydrogenation 
residues and the carbonized chars obtained from 
such operations would offer a cheap and desirable 
fuel for power-generation. Also potentially 
possible within Alberta is the use of coking coals 
for the production of so-called "structural car- 
bons" (such as acid-tank and blast furnace lin- 
ings, heat exchangers, corrosion-resistant tubes, 
etc.) by established processes already employed 
Ona Fatvrposeale*inf®he U.S.A. and in Britain, The 
manufacture of chemicals and structural carbons 
from coal would of course not require very large 
tonnages of raw coal, but could nevertheless be of 
tremendous value to Alberta's coal industry. 

"The examples just given do not by 
any means exhaust possibilities. Nor ought they 
be viewed as all being equally likely to play 
a part in Alberta's economy in the years 
ahead. But they illustrate what might be done; 


and they provide sound reasons for optimism 
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about the future of coal in the Province. 
Were developments such as these to be under- 
taken, an annual coal production of the order 
Cees LO mikbion, tons. wend, a very substantial 
contribution by the coal industry to the value 
of Alberta's manufactured products, may be 
looked forward to with confidence." 

Support for these views can be found in 
numerous American and European publications. One of 
these is quoted in full under Tab "J"(in the original 
SccTy =e FUN Pen ote =| paper presented by Joseph Pursglove, 
Vice-President, Research and Development, the Pitts- 
burgh Consolidation Coal Co., Pittsburgh, Pa., before 
the American Coke and Coal Chemicals Institute, 

White Sulphur Springs, in October 1956. It reflects 
American thinking in the field of coal chemicals 
production and indicates the many potentialities of 
coal as a chemical source material. 

I think that is the best article that 1 
know of as to the situation of chemicals from the 
coal industry in America. 

THE CHAIRMAN: It is rather an amazing 
story, is it not, as to what the organization mas 
dene in such @ short. vime. 

MR. WHITTAKER: And they, being the lar- 
gest coal producers in the world, have the resources 
GORdO 1. o.. 

THE CHAIRMAN: Which he admitted. 
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(ce) Coal for Heavy Industry: As already 
noted, Western Canada is industrializing at an 
accelerating pace but so far little heavy industry 
has located in close proximity to coal mines. Aside 
from the industries referred to earlien, Wwehe cally 
plants which require the use of Significant volumes 
of coal or coke are cement plants and installations 
concerned with the smelting and refining of non- 
ferrous metals. Several of these are currently 
employing natural gas or fuel oil but are certain 
to return to coal when price shifts will make 
gaseous and liquid fuels economically unattractive. 
It is of interest to note that metallurgical coke 
manufactured in by-product ovens at Michel, B.C., 
is already being sold to base metal smelters at 
Trail, B.C.; Kellogg, Idaho; Helena, Montana; 
and Selby, California. The smelters at Flin Flon, 
Manitoba and Trail, B.C., also provide a suvstan- 
tial market for bituminous coal used in ore reduc- 
tion. Heréevaeain, transportation. costs tare afeaec 
tors that limit extension of markets. 

(f) Coal Export: A hopeful development during 
the past year has been the interest shown by the 
Japanese Stcel Federation in Alberta and British 
Columbia coking coals. A delegation representing 
three of the largest Japanese stecl companies 
(which together produce some 30% of Japan's total 
steel output) visited Alberta and British Columbia 
during November 1957 in order to examine this possible 


source of supply. Several 1,000-ton shipments of 


coal for test purposes were made -- since this bricf 


— was written, there have been three more similar 
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test shipments -- and in addition, more than 40,000 
tons of low-volatile oituminous coal from the Cascade 
area have been sent to Japan for gas-making purposes. 
There 1s reasonavle hope that this business may expand 
and de of a continuing nature, but much will depend 
upon assistance given to the coal industry during the 
early stages in which the market is being bull tee: 
It is noted that Japan is presently importing the 
oulk of its coking coal from the Eastern United States 
and purchasing lesser quantities also from the 
Sakhalin Islands, China and Australia. The Japanese 
market as a whole is therefore a highly competitive 
one. At the present time, subvention assistance 
is available in an amount up to $2.25 per long ton 
for shipments moving out of the ports of Seattle and 
Portland. | 

And it has just been announced, in the 
last two days, that that subvention assistance has 
been increased to a maximum of $4.00 a ton. 

Plans are now being made for the’ erection 
of a bulk loading terminal at Vancouver, B.C., 
(which would handle sulphur, potash and salt in 
addition to coal) and if these plans materialize, 
the competitive position of several Western Canadian 
industrics would be greatly strengthened. In the 
particular case of coal shipments, a saving of some 
$1.80 per ton could be effected oy shipping export 
coal through Vancouver instead of through American 
Donts.. 

(z) Supporting Opinions: The general outlook 

for coal. which this brief has attempted to indicate 


is contained in several authoritative surveys and 


Z| bee eka NS lalla a 
OE pont gatas. wi paws aie oe eal scchelene ial ts 
af We ee Pipa ok desi at oboitotie “alle on | 
stht! MALY rose YheeeSae ee" saget eane bevort at) dt 
$2. boy Le ara eas “Say pct Jingo: gets! ag2 Loss 
iar”? Gate 2s Pins ip. dba: wit gtifesdonue bee 
SHohSeSU Sal Aa enteak oes gondielty vabus ier nt erese. 
He Anos cfrig its ote enya Bk aforw® es tose | 
Sharcivas uiolinevise , set dasuosgy ae 8A". Sho . 
god Gued Wag ESoge ec gw OD QAIe PLB fl ofdsl hays ef a 
| ae ‘30 shred a + %o Jue gtlvem at came tee’ do 

| breitaot 
on ‘szodleteiless thebtiovene sane Shy Reed owt’ Jest 


. 
| 
| 
| 
| . 

it ee he oeasrirud Wie tite, hat, 22 DoA . 1 
\ 

sa 8 QOL te Ghtken es of Busser GeBw « | 


Los 


io iat sat - et vasa pele wos ti tea iS 


“lyveoona® Ae Nendained gatheol Wie B76 ef . 


ik tfge bas Azatow inmilgioe elonedbisiow xotaw) 
Awa itebisee) s6k ig os wilt at tne (1802: oF. note ibis | 
abrehnd Nx63 gow Levee TS ees Lee ow ly ttuqmog git 
cay 2a | dhe ane: ulamony ou: be eb pnaat | 
Attia 8. athumqlte. ‘Le Qat sieves) sa ive s2%nq 7 ae 
TwagHe ON CRAS ee tare vd see 9s) ao 08:48 
nstitusmndt syvowy ‘tb ipsetend, “ovwonnay ergata & 


ge 


4 
s 


" Mon Lewe SSruatiR” ae : geeky. uritonngdne \ 


edeokent sich iu car Roypot s 
at ay iia he Te ) 


ANGUS, STONEHOUSE & CO. LTD. 3386 
TORONTO, ONTARIO 


puvlications cmanating from American and Canadian 
sources. 

THE CHAIRMAN; Excuse me, Mr. Whittaker. 
When you mention the subvention assistance which has 
just been increased from $2.25 to $4.00 a ton, does 
that apply to shipments from Vancouver or only from 
seattle and Portland? 

MR. WHITTAKER: ‘Only from Seattle and 
Portland. There are no, facilities,on.the Canadian 
Side for shipment of big bulk cargos. 

THE CHAIRMAN: As yet? 

MR. WHITTAKER: As yet. There have been 
two companies attempting to promote facilities of that 
kind. I understand that one of them has a very good 
possibility of completing their financing fairly 
shortly, but that is where it stands at the present 
time. 

THE CHAIRMAN: Thank you. 

MR. WHITTAKER: The Commissions's 
attention is, in particular,drawn to the following 
extracts from official documents. Coupled with the 
more specific points established earlier da eclilis 
vrief, they provide a solid basis for the conten- 
tion that the coal industry will play a vital Pore 
in the Canadian economy and that government support 
in the intervening period of reconstruction is Ok: 
supreme national interest. 


(i) RESOURCES FOR FREEDOM, Volume III 
THE OUTLOOK FOR ENERGY SOURCES 


A Report to the President py The President's Materials 
Policy Commission, June 1952 
Pages 28 and 29. 
COAL - The General Outlook 


This Nation's abundant reserves of coal 
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make coal a major long-range source of fuel and raw 
materials for a wide variety of industries. Sooner 
or later several major United States industries will 
have to sink their tap roots deeply into our coal 
reserves, as did) the railroads earlier: ~ Steel ‘nas 
long been rooted to coal and will need increasing 
amounts. The electric power industry too has been 
a major customer but now shows signs of becoming a 
far larger one and a major collaborator toward 
putting coal more abundantly into use in a variety 
of ways. Likewise the fast-growing chemicals indu- 
stry, long tied indirectly to coal through the route 
of coke and the steel industry, holds promise of 
becoming a much greater user along with the oil 
industry, which when need and technology are ripe, 
can turn to coal conversion to secure an important 
portion of the nation's diquid Tuell supply.” “Nor 

is it inconceivable that the natural gas industry 
may some day turn heavily to coal as a source of 
procuct Wo "flit ics pipelines. 

These great coal-using industries, present 
and potential, have the financial and technical 
aoilities to provide major leadership, along with 
Government and progressive members of the coal 
industry itself, toward deriving abundantly greater 
benefits for the Nation, and for other free nations . 
as well, from our rich coal resources. The jobs to 
be done are evident. They will require intensive 
technological effort and large capital investment. 
The job is almost certain to get done someday as 
the need increases; the big issue is whether it will 


get along rapidly enough to keep the coal industry 
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from going through another interim period of de- 
pression at great cost to the Nation. The chall- 
enge to avert such a misfortune rests largely 
with the several industries concerned. 


(2)SUBMISSION ON ALBERTA'S ECONOMIC PROSPECTS 
Government of the Province of Alberta, to the 


Gordon Economic Commission -- Page Qe 


Despite the seriousness of the situation 
that currently faces the Alberta coal industry, 
there are several reasons for anticipating a defi- 
nite reversal of present trends in the years ahead. 
In the immediate future, a significant improvement 
is perhaps only likely as a result of deliberate 
Government policy. The competitive position of 
coal in relation to other fuels would, for example, 
oe greatly strengthened if a national energy policy 
were to be formulated and implemented, or if Govern- 
ment aid were to be extended to thé industry in 
order to maintain it against the event of a national 
or international emergency. It is of some impor- 
tance to remember that coal is, beyond doubt, the 
most stable energy resource in such an emergency, 
and that coal supplies are less liable to disruption 
by enemy action than those of other fuels, 

Without Government intervention, present pro- 
oblems are likely to be aggravated for some time. 
Jith the extension of pipelines for petroleum 
and natural gas transport to markets outside 
Alberta, Coal Wi) Otinvall. probabadity pe 
displaced from parts of its present British 
Columbia and Saskatchewan markets; and coal sales 
to such domestic consumers as remain in Alberta are 


likely to be further curtailed. However, ona 
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and potentially cheapest energy resource, “but chat 
it is also the fuel most likely to profit from 
technological advances and improvements in mining and 
utilization techniques. Even at present, the price 
differential between coal, petroleum and natural 
gas is extremely small. Were the price of petroleum 
and gas to rise as a consequence of the development of 
more remunerative export markets, or that of coal to 
fall somewhat as a result of reduced mining and 
handling costs, a pronounced upsurge in the demand 
for coal in Alberta is inescapable. 

(3) DOMINION COAL BOARD ANNUAL REPORT, 1953-54, Page 18 

The Board, from its inception, has worked from 

the premise that the Canadian coal industry is vital 
to the economy of the nation. The decline in the 
industry during the past few years has not affected 
this opinion but, on the contrary, has strengthened 
their conviction of the necessity for the industry's 
preservation. Coal still remains the chief basis 
of the economy of the main industrial countries of 


the world. 


(4) DOMINION COAL BOARD ANNUAL REPORT, 1956-57, Page 9 


New markets have been developing, notably in the 
field of the generation of power from coal, but these 
have not yet reached a stage where they are being re- 
flected in compensation for losses in other directions. 

The Board, however, is convinced that within the 


near future the new and extended outlets for coal 


will begin to replace the tonnages lost due to dieseli- 


— zation of the railways and to the inroads of oil 


longer term view there remains the unquestionable 
fact that coal represents not only Alberta's largest 
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and natural gas on the house heating market. This 
beliet is. substantiated by the experience of other 
great industrial nations of the world where coal 
requirements are increasingly exceeding Supply. 

The, Board is firmly of the Opinion that despite the 
competition from other sources of energy, coal will, 
within the next decade, be called upon to play a 
mayor role in the industrial expansion of Canada. 
However, the extent to which the Canadian coal min- 
ing industry will be able to perform this role will 
be dependent on the extent of survival of the 
essential facilities and staff during the interim 
period. The Board have, therefore, in their advisory 
capacity to Government, held the position that it is 
vital in the national interest that at least a 

sound nucleus of the industry be maintained. 

XI. RECOMMENDATIONS: In the light of the fore- 
going, The Coal Operators' Association of western 
Canada and The western Coal Utilization Council 

beg to submit, for consideration of the Commission, 
the following recommendations: 

(a) Energy Authority: It is recommended that 
an Energy Authority be established, without undue 
delay, by the Government of Canada; that it be 
technical in composition; that its functions be both 
advisory and regulatory; and that it consider all 
sources of energy not as separate entities but as 
related parts of an essential whole. 

And, coupled with that recommendation, 
it is suggested to the Commission that the existing 


Dominion Coal Board because of its extensive 


ice Sa ea, — ig tee ‘ 
vy a) 
Bea > Lee, ‘geet “oi te 
he feat dsS “1e snuboaemes 
: re a ig eseey DAS Mt i tpinae a sia 
| ne: ae 
iid LESS. . eae 6 bavag al 5 b stra LOD 
Bm yietd, od Game Delses nd popssh, Jeon, ong licetie 
LU 
| ) 
2 uoLenngss Laz eames odd nh p Tot fepaay § 


SE TOD ei ianad SAT Gata os tnetxe ony, Pad $f 


fats Cad. SOR sen AS. wide au “ttdw uate bok: 2 t: f 

(i+ Yoo Leabvilee So. Tebee: Set 20. Jasiuieaqeab ti 

Pe cwit ee) antsae et Bae asivtitoet batsneses 
ek: oe o P “Gaede: ted: Pee op. bosr ary 
bo gages be Peog sere. Apres o, od \o LOR Tg. | 
he. oie.) Ge shtanky: ipeints ah aie ni Jesse, 


wba we Seq ote Oe Auulsued, boos } 


"2, <. Bia 
ee ee as ‘ 
‘ ‘ _ > ¥: ch. tll 163 O88 t ; ; 
os ae ae GLE ott: oO]. LEAD LTA IBROOSA «5 


Miseen, Yo heolspkeeesk: Sabdeteq? Ie0t Sot .ereos: 
Liemies, teil BOL higie 4 GAD.. Mikado ey et sie Se: Raia) f 


1 off Yo sole 2enoo tr PS sechine ok: a2. 


“ 
on 
- 
= 
s 
bd 


6 SUE RL at goainol lot. sit 
oi a e ‘J breton (wh: Yyrend fe). 
wightiac’ isos Lune Per Eee Se eek ya crake, apne ee. 
Bhs Rese (eee “lO. en pe Bris: ee awble b: 
dod: od: smehe Beth: mie One er rn <eolghtos: gk Sapbadosd: 


ite seieheeon dh: Seer Bak 2 crass , bps: sa ay , 


! 


a 
See 
wy 
ey 
ty 
et ’ 
om 
oe 
2 
Yr 

‘4 
as 
5 
7c 


68; digo! Gadtiind aden ae don ogee te somos , 
: wt ’ 


Haan rnin Deke te. ne 


rn a) | 


fl 
hv 


(a 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


arpa tc AE 


experience in the field of solid fuel production 


and consumption be made an integral but distinct 


oranch of the Energy Authority. 


As supporting data covering the need for 


the establishment of an Energy Authority in Canada, 


the Commission's attention is directed to a state- 


ment taken from the Foreword and Acknowledgment of 


Volume III, Resources for Freedom, The President's 


Materials Policy Commission, 1952, which reads as 


follows: 


“In publishing separately the commodity 
Studies that deal with the major sources 
of energy for the United States and the 
free world, the Commission seeks to em- 
phasize the strong interrelationships 
among energy sources. Equally important, 
it wishes to stress the basic importance 
of ample, low-cost energy, along with 
technology, as the foundation on which 
industrial growth ts built, and a prime 
essential in supporting national security. 
"Me studies presented here -- on oil, 
gas, coal, and ¢€léctric-energy --="were 
prepared to assist the Commission's 
analysis of this important field. Re- 
commendations are not made here; Volume I 
of this Report gives the Commission's 
findings and views, and lays special em- 
phasis upon the key point of the energy 
problem: the fact that all sources of 
energy must be considered not as separate 


entities but as the related parts of an 
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essential whole." 

(b) Pricing Policies - Competitive Fuels: It 
is recommended that this Commission investigate the 
pricing policies of the various competing fuels. 
The history of the natural gas industry in the 
United States has been that the great bulk of the 
gas is sold during the build-up period for industrial 
purposes on firm and interruptible bases at such 
prices as are necessary to capture the business from 
competing fucls -- usually with little or no con- 
trivution to overhead in spite of the fact that a 
Large proportion of the line capacity is used for all 
but one or two days per year, or even with no inter- 
ruption during the year. In this way the industrial 
consumer enjoys, to all intents and purposes, firm 
services at interruptible prices. The rate schedules 
issued during the past year by the pipeline com- 
panies indicate that this same policy is to be 
followed in Canada. 

Tt is contended that all natural gas, in- 
eluding firm industrial, should be sold at prices 
which cover the full cost of providing service. 

Apart from the advantages of fair competition, it 

is felt that it is inherently wrong that householders 
be required to pay high demand charges to subsidize 
the sale of gas at less-than-cost prices to indus- 
trial consumers, with such gas being withdrawn later 
from the market or sold’ at greatly increased prices 
when the load has been ouilt up. Meanwhile, compet- 
ing fucls have »een driven out of susiness. It 

also does not seem right or proper, or in the long- 


range public interest, that one industry Should be 
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allowed to completely disrupt and drive existing 
industry out of ousiness for the purpose of maxim- 
izing profits and to obtain a short-term advantage. 

(c) Conservation of Resources: It is recommended 
that there should be legislative provisions which 
would require an administrative agency to exercise 
sound principles of conservation in the best long 
term interests of the nation. 

Many gas producers and pipeline companies 
contend that conservation is simply a device to im- 
pose end-use limitations and seek to discredit it 
for this reason. Nevertheless the fact remains 
that the supply of natural gas, however large, is 
by no means unlimited and is small by comparison with 
the reserves of coal. 

Moreover, natural gas is a premium fuel 
which can be transported economically for long dis- 
tances oy pipelines. It is also a raw material for 
petrochemical processes and by reason of its special 
characteristics it should be used primarily for pur- 
poses for which it is especially suited. 

May we again emphasize the thought ex- 
pressed by the President's Materials Policy Commission 
that -- 

"The key point in the energy problem (lies) 

in the fact that all sources of energy 

must be considered not as separate entities 

but as related Pays of an essential whole." 
(a4) Thermal Power: It is recommended, because 
of the basic importance of electric power to the 
economic development of Western Canada, that the 


Government of Canada provide incentives by way of 
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financial assistance which would help to realize 
current planning at an edrlier date than DresenaLy. 
envisaged. The Commission's attention is directed 
to the considered opinions of competent authorities 
that -- 

(a) coal, because of price, will be the 
fuel used in future thermal power 
developments in Western Canada; 

(0) thermal power plants should be situated 
close to reserves of cheaply-mined 
coal, and 

(c) natural gas, because it is a premium 

ruel and because it can be trans- 
ported long distances at low cost, 
Should be reserved for markets 
where convenience, cleanliness and 
cvransportation are prime considera- 
tions. 

(ce) Research: It is recommended that both 
Dominion and Provincial Governments give every 
encouragement and support to enlarged and expanded 
programs of research aimed at developing new and im- 
proved uses for Canada's natural resources, espec- 
laliy Vthe use of efossil fuels in (theseadevelopments. 

Gh) Maintenance of a Nucleus of the Coal Industry: 
It is recommended that this Commission give careful 
consideration voth to a short term and a long term 
policy respecting the coal industry of Western Canada 
and especially to the steps that should be taken at 
this time to preserve a sufficient nucleus of the 
industry so that the necessary technical and oper- 


ating experience and facilities are availaole and 
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that the industry could be expanded on short notice, 
as in the case of a national emergency. 

It is contended if western Canada is to 
realize its hopes of major industrial development 
and a well-rounded economy, rather than be content 
with exporting its raw materials,substantial utiliza- 
tion of its coal resources will be required. Further, 
it should be noted that coal, coke and power have 
afforded the industrial basis of all major industri- 
alized countries in the past, and that this basis is 
not likely to be significantly changed in the fore- 
seeaole future. There are indications that metall- 
urgical industries may be developed in Western Canada 
Shortly, and that these, like similar industries 
elsewhere, will rely heavily on coal, coke and power, 

It is true that coal reserves will not de- 
teriorate if left in the ground, but it is equally 
true that the physical and human resources necessary 
to make these resources available for use will pass 
out of the picture unless appropriate steps are taken 
now to see that this does not occur. 

Respectfully submitted. 

THE CHAIRMAN: Thank you very much, Me. 
Whittaker. Now, if you would turn to page 31 for a 
moment, your recommendation (f), specifically what 
would you have in mind to suggest by way of assistance 
to the Commission on that? Some of the various things 


that are contained in the brief, I suppose? 
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MR. WHITTAKER: Well. I think perhaps the 
most immediate assistance which could be given to the 
ladustry would be something which would encourage the 
expaasion of thermo-oower. To bring this about we 
would suggest that the Commission recommend the Govern- 
ment appoint some competent authority, by that I 
don't mean a Royal Commission. I do mean some 
competent person or voersons competent in the thermo- 
power industry who night see how far that thougot might 
be carried out. Certainly I don't think it is going 
to occur in the immediate future undess somebody takes 
the initiative. 

THE CHAIRMAN: Won't the demaad for electrici- 
ty be the initiative, or Supply tne stimulus to that? 
Can we do it ahead of the time when it is justified? 

MR. WHITTAKER: It will in this respect that 
right aow I am sure there are going to be extensions 
to tne thermo-oower in Alberta and Saskatchewan. What 
ls concerning me 1s this: They are going to put in, 
let us say, strip coal, sub-Bituminoous Strip coal, which 
is not going to assist the industry which is presently 
ia existence and it is the Bituminous coal that need 
some assistance at the moment. The present cost of 
Bituminous coal is higher tnaa, we will say, the price 
of gas at the present time. I think as time goes on, 

I think that situation will change, but some of the 
people who are in business cannot wait five or ten 
years to have it changed. 

THE CHAIRMAN: What kind of coal does the 
Calgary Power Company use? 

MR. WHITTAKER: Tnere camo is situated right 


00 a sub-Bituminous strip mine. 
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THE CHAIRMAN: That is sub-Bitumtinous. 

MR. WHITTAKER: Yes. 

THE CHAIRMAN: They are competitive with 
gas, are tney aot, and they are using coal. 

MR. WHITTAKER: They are burning gas at 
the present time which costs about 10 1/2 cents a 
thousand. The price of coal is very close to the 
price of gas. I think the decision that influenced 
them burning gas at the Loitial stage was they did 
aot have to make the additional investment to put in 
coai and asa nandling equipment. That was the thing 
that turned the plans. Tne minute they have to make 
that investment coal becomes cheaper than gas. They 
have now reacned tne point wnere as soon as they 
understand tnere is not going to be gas available in 
that area tne coal will then be cheaper. 

Now there wili also be needed some expan- 
sion to thermo power in toe southern part of the 
province. The southern part is ail Hydro with the 
exception of a relatively small thermo plant at 
Medicine Hat in the soutneastern corner. In the 
southern part of tne Province there is only one 
thermo-plant at Medicine Hat. It is 30 megowatts. 
The rest of tne power is ail developed as Hydro oa 
the pole. That has now reached the point where it 
is pretty much of a peaking oropositioa and the time 
is soon going to be realized where they must have 
a thermo-plaat for base load down in the southern part 
of the Province. It is questionable whether there 
is enough strip coal oroperly located with sufficient 
cooling water available and so on to pit a plant in 


just where they would like to have it. 
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We would like to see a plant of that kind 
Located in the soutnowest: part of the rrovince, either 
the Crow's Nest Pass area or Cranmer ° ‘area where 
tonere is water wnere the coal is mostly of the 
Bituminous kiad and perhaps might be mined underground 
and would be a little more exoensive there. 

At the seme time those are the mines 
whicn require some assistance and if they don't find 
some markets they are not going to be able to continue 
to go on. Later on those lines are going to be 
needed and tne kind of coal they produce will be 
needed and if they pass out of the picture - - an 
underground mine once closed down is closed for good. 
The investment surrounding that mine is lost. The 
peopie who live in those communities lose their nomes 
employment and life savings and when tne time comes 
they are not available as a skilled labour pool. 
Those are some of the tnings involved, and while 
there 1s nothing against strip mines, after all some 
of our members are strip miners, they have a right 
to a place in the sun the same as everybody else, 
at the same time a new operation started uo is not 
going to help those that are now in existence. 
Furtnermore, we feel that if tnese underground mines 
ean survive in the next toree or four or five years 
we think some of the other tnings, such.as the 
metallurgical markets, the export markets, and so 
on will materialize and they will then be able to 
stand on their own feet. 

THE CHAIRMAN: I certainly am oot unsym- 
pathetic with the situation the coal industry finds 


itself in. If one pursues your toought a bit further 
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you say in five or ten years from now on your esti- 
mate and thinking coal is going to be of great value 
LOvthe country. - You will put the plaat there and 
force them in fact to burn higher cost fuel, force 
them into much greater capital expenditures for a 
longer transmission line. You are really asking 
the consumer of electricity to subsidize the continu- 
ance in operation of the mine. Is that an unfair 
statement? 

MR WHITTAKER: Perhaps in a modest way, 
Mr. Borden. We doa't live entirely in a free econony 
and for instance, rightiy or wrongly, a lot of people 
in the West feel they subsidize some of the people 
living in the East. 

THE CHAIRMAN: I am aot saying I an out 
of sympathy. I am trying to see where it goes. 

MR. WHITTAKER: What we suggest, Mr. Bordea, 
is this that somebody take a look at it. If it is 
not possible, if it is impractical then that is 
Something else again. You see that was done down ia 
the Maritimes. Somebody did take a look at the 
Situation and some recommendations were made dowa there, 

THE CHAIRMAN: That is a very blessed part 
of Our country. 

MR. WHITTAKER: Well, I come from there too 
So I will agree with you. 

THE CHAIRMAN: Is there any other manner 
in which you feel that you could help us with respect 
to this specific recommendation? This term generat- 
lag plants is one - - 

MR. WHITTAKER: Mr. Bird points out to me 


taat, for instance, his area of the Crow's Nest Pass 
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is only 40 niles from the U.S. border and 100 miles 
from Calgary. There is a possibility that a plant 
located in that area would be able to export some 
power at some later date or possibly immediately if 
Some arrangement could be made. Certainly the loca- 
tion is good. 

One thing tnat concerns us is the competi- - 
tion of natural gas and the sale of gas at these very 
low rates. We think they are quite unrealistic. 
Certainly the best thing that could hnappen to the coal 
industry would be a fairly healthy increase in the 
price of gas. Now we realize when we say that it 
is going to cost the consumer something more. It 
might cause an increase in the price of gas. On tae 
other hand we enjoy an advantage in the cost of 
domestic neating nere which is enjoyed by no other 
part of the country. Even if the wellhead price 
of gas went up that is the small end of it. 

You have down East some residential rates. 
Tonere is the inland residential rate which runs around 
1.78 A#housand. If the price of gas weat up 10 cents 
at the wellhead it is only about 5 or 6% increase 
ib “ne cost of gas. That is the small end or fu, 

THE CHAIRMAN: Were you in tais room tois 
morning? 

MR, WHITTAKER: Yes, Sir. i Cannot, say thar 
I agree with some of the.gtatements made. That is only 
a matter of opinion. Take the Consumers Gas. Their 
residential rate is 1.84 a thousand. That is for the 

water neating and cooking rate. If you get into space 
heating rate it is $1.40 or thereabouts. A modest 


lacrease in the wellhead orice would certainly not 
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aurt tne domestic consumer greatly. I will admit 
that it would have an effect on the industrial 
consumer because the industrial consumer is price 
coascious. To our way of thinking the determining 
factor as far as the domestic user of gas is con- 
cerned is what does it cost to canvert originally. 
Once he has converted his demand becomes almost 
completely elastic. If the rate g0es up he will 
Dury gas’, 

I certainly do not agree either with the 
Trans-Canada evidence, with all due respect, and 1 
disagree with Mr. Cass-Beggs on what he says they 
didwith prices of domestic fuel. So far as the 
industrial gas consumer is concerned certainly the 
business is very responsive to changes in the price 
scales, 

MR. COMMISSIONER HARDY: I wonder if I 
might ask has any attempt ever been made to put a 
dollar sign on the convenience element in the use 
of natural gas? What is it worth to the consumer to 
have the gas piped into his burners, as it were, 
rather than to nave to handle it by some otner means. 

MR, WHITTAKER: I don't think that anybody 
can answer that question. I know this, in investiga- 
tions we made, for instance, in the inland gas terri- 
tory out through the Okanagan a year ago or more the 
people said "We are going to put in gas". We asked 
‘DO you realize what it costs?" They said "No, we 
don't. It is good. Everybody says it is a marvellous 
fuel and. we are going to put it in". I think a lot 


of people so long as they did not find the conversion 


cost a burden would put gas in regardless of the cost. 
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For iastance, in Calgary the average nousenolder 
pays about 35¢ a thousand for gas. That is where 
it is used for space neating and everybody uses it. 
Some of toe surrounding towns pay as high as 70¢ 
but tnat doesnot bother anybody. 

MR. COMMISSIONER HARDY: Is it not a fact 
tnere is some economic factor in there you cannot 
beat with the domestic consumer so your wnole prob- 
lem is the selling price of industrial gas. 

MR. WHITTAKER: I don't think you ean beat 
it im the domestic field. We have found some vrecon- 
versions where people have used fuel o1l and because 
toey found fuel o11 expensive and tney have not 
nad tne same comfort level as with coal, because 
they tried to economize on fuel oll, we have had 
Some recoaversions and people gone back to coal. 


So far as heating with propane is con- 


ceraed people have found that very expensive except 
io a few localities. On the other hand, almost 

ever farmer's nome in Alberta has a propane kitchen 
Stove for cooking and water heating but the big field 
for coal undoubtedly is in the institutional and 


industriai type of neatiag. 
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MR. COMMISSIONER HARDY: I do not quite 
understand your comment: your opinion was that as an 
industry you thought you would benefit by an increase 
in-thne™ price of gas." “Do you mean both atthe wel 
head and to the consumer? 

MR, WHITTAKER : L will “gust -give*youran 
example: in one part of Alberta there is a cement 
plant which burns the equivalent of pretty close to 
150,000 tons of coal; 10 miles away there is a mine 
which produces a high grade of coal around 14,000 Btu. 
That mine cannot compete with industrial gas or has 
nov Deen able to compete since about 1950. Now; if 
the price of gas went up, let us say, by about 10¢ 
a thousand, then I think that situation would probably 
ehange,. If you take a look at-Trans-Canadayy for 
example, they have been able to pick up every little 
toad across the country; right across the Prairies, 
Winnipeg, down through Western Ontario, Fort William 
-- they picked up three paper mills in there -- up 
around into Kapuskasing, Smooth Rock Falls and 
places like that. We think that is the type of 
Toad -coal-could do a very food jou cn. ~As Weesays 
the best thing that could happen to us would be an 
incresse in the price of coal. 

MR. COMMISSIONER HARDY: Was that load 
picked up on a straight basis of economics; com- 
parable cost for so many Btu's? 

MR. WHITTAKER: Yes. With the two- 
part pricing system that the gas companies use, you 
have a pretty terrific weapon from a competitive 
point of view, and where you have these allocations 


Piles : 
and joint costs -- you can go back to the evidence 
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of Trans-Canada in Calgary in that summary which 
Commonwealth Services made in regard to the market- 
ing end sale of gas. You remember, just at the Vasc 
they Say this: in determining your gas market you 
have to go to your market zones and get your customers; 
see what you can So in the various zones and work 
your way back to the well, and that determines your 
price at the wellhead. Our thought is this: by 
varying the demand and commodity charges, you can, in 
eh tereas, arrive at prices that wilt capture the 
business in spite of any other competitive fuel in 


VOles « 


ay 


Can 

MR. COMMISSIONER HARDY: Can 469 Is that 
not only because of this convenience factor? 

MR. WHITTAKER: I am speaking about these 
MMOUSUPLES; according to my calculations, dn the 
eastern and central zones, I do not think from the 
evidence out in by Trans-Canada that the prices they 
charge in the central and eastern zones pay their 
wey. wnat I mean is, as far as L can see not only 
do they not contribute anything to overhead or return 
On Capital, but they do not even cover The cose scr 
gas, acquisition and transportation. I would sug- 
gest that the Commission take a look at some of 
those figures. Because of that I think the domestic 
consumer pays more than he should. 

THE CHATRMEAN: tn. the West? 

MR. WHITTAKER: In the Hast. 

THE CHAIRMAN: Pays more than he should? 


MR. WHETTAKER: I think that a8 generally 
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THE CHAIRMAN: In “rélation to the indus- 
trial. | 

MR. WHITTAKER: Yes. In other words, the 
maximum volume; the Pipe Line Company set their mar- 
ket price low and their demand Drvec Bien. 

MR. COMMISSIONER HARDY: Is it not equally 
true of Trans-Canada, which has been established as 
a matter of national policy, by putting gas into a 
less economic favourable area, you also depress the 
local price at the wellhead, so that the western con- 
Sumer who gets natural gas gets the benefit. 

MR, WHITTAKER: Yes, the western domestic 
consumer does, but our orn coal is less competitive 
thereby. 

MR, COMMISSIONER HARDY: From your point 
of view it would be obviously better to sell the 
gas in an export market. 

MR. WHITTAKER: VES eo oar 

MR. LIVINGSTONE: Mr. Chairman, you ask in 
what ways you could be of help, and I would like to 
tell you of one concrete example that I am familiar 
with. In many of these domestic mines which are pro- 
ducing domestic coal, their main hardship is get- 
ting over the summer period, and they reauire a 
base load, a company that requires a base load of 
50, 000" tons of Tndustrial coal’ to get themeover one 
summer. In the wintertime they have a certain 
amount of domestic business on which they can rely. 
Now, the company which I have in mind, they are very 


close to a company which used to use coal and when 


gas came in it took the market by putting in gas at 


re 2} 1 = a= m1 < 5 
a price which would get the market. The officials 


ye 


Fetes Ce y oe eats 
ros eh ' eat aby MSEXS ee a 


| oe Re peere Lede’ be ist ne 

| Thapeate “baa JE ot a ronag TeMORee INGO TIM Ps 

| | ‘a He > pile : “HOO ead dure. nig eerianett to euTd 
ie) Gael ‘wn ‘gabe oF 4° Ye (oa ‘feet Yo TS: eal 
| bis aad fh te vow Go aeite 6 tiie’ hast netiee wieont 
ij o dmesg’ 3 sr r 5 ie mate ay edd | 73° 3 Steet t | 
. Eee et ox * og Lestuvan hden™ oflw ssa 


ge tae te ey Le nas ee pe. » , oA age 
oi Sgt eat my i etn Tere; co Ao 
Teeny. ters. *) eet hh raein abe 2 ba 
. 2 L . x : 
Va Ti Saas. 2S : foie ceeety) fey Te ‘ a5 fy “Pee SIO Oo 


ac wud 
4 Lele em wee ey: 
d 
I 1 4 : PALA LUN ae 
| 
} : i; pas . 
at vs. ' sees oh key or 
A AD - ¢ pins ow 4 oy pet 


: ae. La } (ie Soe Yowod eno 10 op fieg 


‘+ienon axed? to eaem ai” vis tw 


ee aa rat ee ati: alah. = Cpe maaan « veneen er eee ee 
Site ion ow “forlt faoo: SEvesmond apttouh 


ie f Yeod tat aaa fo Baod 000.02 


ahd ‘ae SRE oid fide “eens 2 


‘yin’ “sicbrte WAY shedbaad wt séalniom ‘Ios ceonie 


SOLA a ent ‘< "ae ‘wnanibaen: fost 


eit 


Legis oni "6. és Wade” vod nay bande i fade. 


306 
ANGUS, STONEHOUSE & CO. LTD. Se 
TORONTO, ONTARIO 


of that company say that they will go back to coal 
probably in four vor five years! Lime it the andip 
cations materialize that the price of gas will gO 
up, and the gas companies have told the Commission, 
I understand, they expect it to rise. If there was 
Somer Way’On providing that base load for that company 
for a while to allow them to be able to produce 
about 50,000 tons of industrial coal and eeu os ato 
one or two of these plants which, admittedly, say 
they will have to turn back to coal in four or five 
years, then you will be able to retain the nucleus 
of that company and cerry them over to the time when 
it can stand on its own feet. At a time when you 
are making such expenditures for defence and tremen- 
qdous- expenditures in case of emergency we feel that 
the amount it would take to help this company and 
earn? ic over not om a Long-term basis (but on a 
temporary basis until it can stand on its own feet 
aeaan .AABy se "doing you not only preserve the indus- 
try, preserve the work for the men, you also get 
away from considerable Unemployment Insurance and 
things like that which they are now paying out. 

I wonder, belancing out this $4 a ton to 
export coal, whether it would be better to have an 
authority look into the business of paying $4 a 
€on, to ship "that to Japan, rather than “paying 2 
subsidy to ship that to a factory 10 miles away 
which, they admit, will be going back into coal 
in the not too distant future. In that way you 


would vreserve the nucleus of the industry and have 


4t stand on its own feet in a very short time. 
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authority would indicate there are many cases where 
that could be done and that could solve the solution 
for many mines. 

One instance fits in with Mr. Whittaker's 
thought on thermal power; maybe that is just one of 
the factories that can use coal a little bit ahead 
of time; sugar factories, cement factories, and so 
on, and it would not take too much to eet those 
mines over their flat period for the next four or 
Pivervears.. 1 chink that might be. en Avenues thar 
COuld be: Looked, abo. 

THE CHATRMAN: Has this idea been put be- 
fore the organization in Ottawa which has been in 
existence for a long time, the Dominion Coal Board, 
by your Association? 

MR, LIVINGSTONE: This evaluation of the 
gas price has just, more or less, come on the scene 
in the last year, and I do not think it has been 
fully exploited. 

THE CHAIRMAN: What about dieselization? 
The table shows that 2,800,000 tons of coal were used 
10 years ago, and now it is down to 200,000. 

MR. WHITTAKER: We were fully aware that 
was going to happen and still we have been unable to 
find markets to replace them, and as long as gas 
was not moving there seemed little hope we could get 
anywhere, but the gas situation has been moving 
Pairly capldly. 

THE CHAIRMAN: You mean you are getting 
to a point, you feel that something has. to be done; 
ito ae (COMmine. Eo anneal 


MR, WHITTAKER: Very much so. 
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MR. COMMISSIONER HOWLAND: When you say 
gas is moving, do you mean the price is coming up 
and there is some hope now? 

MR. WHITTAKER: Yes. 

MR. COMMISSIONER HOWLAND: Then may I 
follow through: in your Suggestion about Trans- 
Canada's pricing system, you were Suggesting that 
some of these contracts en route were actually below 
the costs in the zones and were an absolute loss on 
the, transaction. Is that your suggestion? 

MR. WHITTAKER: Dr... Howland; I> gust ised 
Trans-Canada as an example, and I think that would be 
more so in the eastern sections than in the western. 
But if it can happen in the East it can certainly 
happen in the West, too. We have had some experience 
right in the Province of Alberta with gas company com- 
petition which has been pretty rough. We just could 
not meet it. Now, we are getting to the point where 


we can. 
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MR. COMMISS IONER HOWLAND: Way would any 
company seli at an absolute loss? TI can understand 
tnat a company will take a little bit of its over- 
head, but to actually lose money, not ine Luding 
your actual pumping cost, what would be the purpose 
of tnat? 

MR. WHITTAKER: I don't think it is 
actual loss. 

MR. COMMISSIONER HOWLAND: Well, if you 
did not recover the price of the gas in the pumping 
of the gas - - 

MR. WHITTAKER: On, you recover that. 

MR. COMMISSIONER HOWLAND: I am sorry. I 
thought you said they did aot include all the pumo- 
LOS COSTS s 

MR. WHITTAKER: Well, I was referring to 
some of tne data set out in Trans-Canada's evidence. 
Exhibit C-24-7 and, for instance,tney snow a unit 
cost of transmission -- and I am using the 1560-61 
figures -- as being 30.32 cents per MCF and a unit 
cost per 100 miles of 1.782 cents, the cost of 
gas purchased at 10.86 cents, Alberta Trunk gatner- 
ing at 4.09 ceats. 

Now, takilag the mileage from the Alberta 
border to the nid-point of Trans-Canada's eastern 
zone, which is roughly 2,200 miles times 1.78 cents 
1s°39.1 cents, and if you add the cost of gas at the 
Alberta border to that 14.3 cents it makes a total 
of 54 cents per MCF delivered. 

The retura on the investment at 7 1/2% 
and income tax accounted for 44.97 perceat of total 


transmission cost, and the difference, that is, 55% 
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of tne transmission cost taea is 55 times 39.1 cents, 
equalling 21.5 cents per MCF. So. that is your 
cost of transmission. 
You take that and add it to tne cost of 
acquisition of gas ab the Alberta border and get 36.4 
cents, but the laterruptible price in the eastern 
2One 13.30. cents. 

Now, maybe there is Sometniong wrong with 
my aritnmetic, but that is way I say I cannot under- 
stand some of that brigioe., 

THE CHAIRMAN: Maybe the carrylog charges 
around the Lakes are a little less than otherwise 
they might be. 

Shall we have a ten-m*tnute break, gentlemen? 


we Will reassemble in ten Minutes. 
---A short recess. 


THE CHAIRMAN: Geatlemen, we will resume 
OUT “Hedring. 

MR, COMMISSIONER HOWLAND: Mr. Woittaker, 
as I nave understood your thoughts about the basic 
coal problem that you have, it is that the industrial 
marttet is really the potential market that you look 
forward to with any real hope? 

MR. WHITTAKER: That is correct. 

MR. COMMISSIONER HOWLAND: That iadustrial 


1 


market to include coke aad steel markets in general. 


If there is a policy of exporting, say, from Alberta, 
which is a great seat of natural gas at the momeat 


across Canada and to the United States, the teadency 


would be, as I understand it, for the price of gas 


to rise in response to an increased demand. Is it 
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tois tendency to lag in the response of supply and 
eemand that is really catching you? 

MR. WHITTAKER: I would say that that is 
the biggest obstacle we face. Our trouble has been 
that gas has had nowhere to go aad there aas beea 
no competition between firms, no substantial compe- 
tition between firms wanting to move gas and sell 
it in larger markets. I think wnen that occurs it 
is inevitable that the price of gas will go up and, 
while it may involve some modest increase in cost 
in domestic heating, at the same time I think that 
tne overall benefit to the economy as a whole will 
far outweigh any disadvantages that might accrue 
from that policy or that wider distribution of gas. 

MR. COMMISSIONER HOWLAND: In other words, 
tne siree play of competition setting the price of 
gas and oil and coal is what you would look for as 
@ hope for the coal industry? 

MR. WHITTAKER: I would say so, yes. 

MR. COMMZSSIONER HOWLAND: Taking this 
Question of exporting coal, I see that the change in 
the subvention from $2.50 to $4,00 has come about. 
Now, do you feel this is likely to represent any 
more than a temporary aid to the industry? Do you 
look for any long-term development of export from 
Alberta? 

MR. WHITTAKER: To wnoere? 

MR. COMMISSZCNER HOWLAND: To the Far East, 
if you like, Japaa or otner Eastern oreas. 

MR. WHITTAKER: I personally regard that 
as 2 ratoer tricky and hignly competitive market 
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the market again, unless they get their coal from 
alternate sources such as Ped China, with whom they 
have not been dealing for some time, although there 
has been some talk of a barter deal in the last few 
weeks, 

MR. COMMISSIONER HOWLAND: Do you foresee 
aay large cevelopmeat in the generation of electric 
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MR. WHITTAKER: Well, I tnink, aside from 
vchis thermal power development as such within our 
own country, I tninak the biggest hope is the export 
of coking coal to the Pacific Morthwest for the 
development of the steel industry there. We are also 
Snoipping some coal to Utah. The Utah and Western 
Colorado coals are light coking. Their production 
has been cut back, too, consequently we have beea 
cut back by 50% in recent months there. But if there 
is any expansion, if there is the expansion in the 
Pacific Northwest and on the Pacific Coast that some 
people envisage, then we should have a good chance 
of some substantial markets in the San Francisco 
area, and the Crow's Nest Pass sheuld be the logical 
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area to supply thas coal, 
of it, because of the fact that this Crow's Nest coal 
is a very good grade of ccking coal, better than the 
Americans have from their ovn areas. 

THE CHAIRMAN: I think Mr. Bird, in answer 
to Dr. Howland's question, would aiso say it would 
be a good idea to utilize the coal in Canada to fire 
a thermal plant and export the electricity. 

MR. BIRD: Mr. Chairman, I tried to keep 
quiet on the subject. However, Dr. Howland asked 
the question. 

It would seen to me that that possibility 
exists. I do not know how you ca. export what you 
have not got. If you have not got @ surplus of power, 


certainly you cannot export it, and therefore 1t 


would seem to me that aun orivate companies could be 


aD 


induced to underzake the erection of a plant, a therma 


power plant in areas sucn as tne Crow's Nest Pass, 
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where enormous quantities of ccai are found under- 
ground, both coke and coal being available -- and 
Toam thinklaog in terns of large-sized plants, that 
is, perhaps 200,000 or 300,000 kilowatt oplaats -- 
then a surplus of power would exist, since we must 
nave heavy iadustry ia our own proviace to survive, 
We must bring tne heavy industry to coal, where 
power or energy is available. Tnen we would have 
toat aad we will just have a surplus, and my view 
has long since been that tf the Government of the 
day could be induced to subsidize the kilcwatt 
ratner than the ton of coal, it would cost them 
less and yet accomplish the sane thing by bringing 
about the survival of the mines. 

The slupie fact 16 that you cannot have 
mines, simply vacate them; floo Chew, Mie ou 
like, to try to preserve it that way, You just do 
not open them up anymore, and then you have no 
developed reserves of coal, so you cannot go back 
ima hurry at thattime. 

The point is tnat if we nave developed 
reserves. of coal’ in the millions ©f tons -Sse we 
have, then I think they shouid »e cade use of and 
add further to tne development of Sne coal, because 
there is a shortage of power, ovr wili 
so let us Create a surplus of electrical ‘energy 
by means of buildiag thermal plants. 

MR. COMMISSIONER LADNER: Mc. Whittaker, 
is the anshracite coal in Alberts as good a quality 
for coking as Virginia? 


MR, WHITTAKER: The anvusracite coal does 


aot coke, Mr. Ladner. The Bitumiaous coals of 
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Alberte are not pernaps as strong cokers as some of 
the coal from the Eastern United States, but they 
are generally low in sulphur and lew in phosphorous, 
which is a great advantage. 

MR, COMMIEISSTONER LADNER: It is the coking 
eoal I had in minc, because I was in Japan two years 
ago on a Board of Trade mission and we met the 
2aders of the steel industry and the Government De- 
partments, officials in Japan, to Ciscuss a number 
of questions, amongst which was the steel industry, 
of woich I have some little knowledze, the fabricat- 
ing end of 1t, and the head of one of the largest 
concerns there informed me that they purchased most 
of their ecking coal from Virgin’a and it cost them 
olf @ ton, and I jugs wondered how they could go 
to Virginia if there was equally good coking coal 
in Western Canads. 


MR, WHITTAKER: Well, some of the finest 


2 


coal oroduced in the worla comes from West Virginia, 
Western Pennsylvania, EHastera Ohio and so on, and 
it is high volatile, strongiy ecking and low in ash. 
On the otner nand, they heave quite a lot of high 
Sulpour coal there, some of it high phosphorous, aad 
that does not help it from a steelmaking point of 
view. 
MR, COMMISSICNER LADNER: That is true, 
MR. WHITTAKER: But I think some of tnose 
things may balance out and U.S. coals -- you have 
got to remember this, Mr. Ladner, that metallurgical 
coke is seldom made from one type of coal. The 


general practice is to blend two or three types of 


coal to give the structural and chemical characteristic 
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3416 
that tney look for in blast furnace operations. 

That is the reason why we sell coal in 
Utah, to Geneva and the U.S. Steel down there. Tae 
coal used for steel is a blending of domestic coal 
aad otners and, if they do not buy it from us, they 
would nave to bring it in from Alabama, which is 
even farther away. 

Toe Japs also produce coke and coal on 
thelr ‘own. 

MR, COMMISSIONER LADNER: Not much, though. 

MR. WHITTAKER: A good deal is high asn 
and quite a lot is weakly coking, so tae coal 
that they do buy from foreign sources is bought 
for blending purposes. 

MR. COMMISSIONER LADNER: Is any coal 
in Alberta useful for that purpose? 

MR. WHITTAKER: Yes, the coalsin the 
Crow's Nest Pass of Alberta and Eastern British 
Columbia are excellent coking coals. 

THE CHAIRMAN: Mr. Whittaker, on page 23 
of your brief you recommend that an energy author- 
ity be established that would be techaical in 
composition and thatits functions be both advisory 
and regulatory. Now, obviously you are not refer- 
rine just. to: eca lL in that. You are: reperring sco 
tne various sources of energy, because you immedi- 
ately incorporate the suggestion that the Dominion 
Coal Board become an integral part of any such 
energy authority. 

What do you nave in mind wnen you say 
the functions should be regulatory? 


MR. WHITTAKER: Well, of course, I realize 
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ely 
that toe natural resources now belong to tne 
provinces, so within a province I imagine that the 
Provincial Governments would feel tnat there should 
be no toterference with toings that are Strictly 
within the province, Strictly occurring within the 
province, 

On the other hand, when you transport 
any form of energy across a provincial border or 
into another country, then of course you get into 
che realm where some Federal body would have to 
regulate it, and there are two or three regulatoazy. 
bodies now, the Transport Board, the board that 
regulates water resources and the export of electri- 
city and so on, and it seems to us that all of those 


functions should be combined under one board which 


would be specialists in all the energy fields. 
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We feel. just as this Commission states, 
that to do a job you have Co consider si) orithe 
various sources of energy together. We think if 
that were done you would get away from this sort of 
thing where you have an isolated incident where you 
pay heavy expense to move coal past a cement plant 
wOUMiles away. Perhaps with little or no sssis- 
tance you might put that coal in that particular 
spot. 

MR. COMMISSIONER BRITNELL: Mr. Chairman, 
right on that same point I have a question. a3 
wondered wnat Mr. Whittaker meant by saying it ought 
to be technical in composition, whether he would 
muna eClaboravine chav. agbac? 

MR, WHITTAKER: [ was thinking, Dr. Briv- 
nell, more of the Federal Power Commission in the 
States. While they have had a technical staff and 
So or, I Cont Bhaok) baer appoinmuments. are of 
technically competent people. At least, that is 
perhaps not the first consideration in their appoint- 
ments. What we were trying to say there was this: 
we would like the people to have some competence 
in the particular fields to be members of a Commis- 
BLOM OL iat kind. 

MR. COMMISSIONER BRITNELL: Were you 
visualizing a Board consisting of engineers, shall 
we say, or lawyers? 

MR. WHITTAKER: We might have been con- 
templating a couple of economists: 

MR. COMMTSSTONER BRITNELL: <£ do not as- 


pire to that. You have something in mind other than 


laymen? 
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MR, WHITTAKER: Pernaps, ses. "2 thiak 
we all know of appointments to some Boards were 
the people have never had any particular interest in 
that particular field. They may be perfectly good 
people and all that, but we are just throwing that 
out as a suggestion. 

THE CHATRMAN: What you mean is, you want 
Five or six polomons. 

MR. WHITTAKER: That is what you need any- 
way. 

MR. COMMISSIONER BRITNELL: One other 
point, Mr. Chairman: I have gathered from the pre- 
sentation, from some of the collateral observations 
of the spokesmen for the coal industry, that they 
would visualize this period of emergency of the coal 
industry as beine Gwo, three, four, or five years 
in which a subsidy of some sort, either thermal 
plants or bituminous coal would be required. I was 
wondering, looking over these statistics and par- 
ticularly the very precipitous decline as evidenced 
last year in coal consumption, which would seem to 
indicate that they had not reached the bottom yet, 
whether it is not a pretty optimistic assumption 
that in two, three, four or five years you would be 
well on the way back to the point where no increase 
over the present time would be necessary. I was 
wondering what the basis was? I haven't been able 
to see it in anything you said. 

MR. WHITTAKER: I certainly was not 
thinking in terms of two, three or four or five 
years. I think the very minimum would be five. 


MR, COMMISSIONER BRITNELL: One year more 
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or less does: not matter. 

MR, WHITTAKER : Maybe ten before things 
Would pick up in any substantial way. I do think 
the gas situation is now moving fairly rapidly. I 
do think if we could get help on the things we men- 
tioned within the next three or four or five years, 
it would mean a difference between survival or non- 
survival of an enterprise where considerable money 
is invested and a considerable number of people 
have their livelihood, homes, and savings, and so on. 

MR. COMMISSIONER BRITNELL: I gathered 
the need was certainly urgent and immediate. Do I 
gather from what you say most of the hope the emer- 
gency Might be over in five years or better is based 
on anticipation oF higher prices for gas, elther to 
the consumer or wellhead, or both? 

- MR. WHITTAKER: Nouriel. alone. = 1nere 
are @ number of things, you see. For instance, ex- 
oort of coal to the United Staves is only two years 
ofa There fsa’ possipilsivy, pemnsapsy of some 
Steel manufacture. We have been investigating over 
the last several years all through the Pacific North- 
west looking for industries which use high carbon 
coals, metallurgical industries. We have picked up 
some business there. We are not picking it up just 
as fast as we need it. I certainly would not want 
to minimize the prodiem. 

MR. COMMISSIONER LADNER: What reasons 
would you have for saying that ten years would be 
the time as compared with five? 

MR. WHITTAKER: It takes time for these 


things to move. 
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MR, COMMISSIONER BRITNELL: And that is 
what disturbs me. It seemed a very short Space of 
time. I was looking for encouragement and hope that 
yOu Might. 

MR. COMMISSIONER LADNER: If Canada's 
policy were being worked out, would it be on sound 
grounds to base it on a five-year period or a ten- 
year period? 

MR. WHITTAKER: Well, l cOula not “say cenac 
La ove Vears. Lb Gould not possibiy see a sound vaqd 
healthy industry on the basis that it was in 1950. 
It might be in fifteen years. If we could turn the 
corners, and if we could keep our present operations 
going for five years, then I think we could start 
CO see the way clear co better things. 

MR. COMMISSIONER BRITNELL: Thank you. 

THE CHAIRMAN: Thank you very much, Mr. 
Whittaker, Mr. Bird, and Mr. Livingstone. As a 
matter of fact, we thought this was a very interest- 
ang brief in that you do express the situation very 
concisely and well. The members of the Commission 
are interested in the brief and I thought you were 
very moderate in the manner in which you presented 
av and the language in the brief. Thank you very, 
very much for appearing before us, gentlemen. 

MR. WHITTAKER: On beHal? of Mr, Bird 
and Mr. Livingstone and myself, I would like to 
thank the Commission for their kind and courteous 
nearing. It has. been a pleasure to be here, and 
if we have been of any help at all to the Commis- 
sion, we certainly have been well repaid for any 


trouble we have had. 
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THE CHAIRMAN: Thank you very much. 


We Shall adjourn until tomorrow morning 


MeO. OO Ore LOCK. 


---Whereupon the hearing adjourned at 4.30 p.m. 
until 10.00 o'clock a.m. on Thursday, A 


1958. 
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Thursday, - 
April D7 fossa 


=~mOn Fesuming at 10,.00,a .m; 


---Mr. Commissioner Levesque was not present. 


THE CHAIRMAN: Gentlemen, the Commission 
will resume its hearings. Mr. Patterson? 

MR. PATTERSON: Mr. Chairman, this morning we 
will have the submission of Producers Pipelines Ltd. 
and Westspur Pipe Line Company. We might commence by 
marking a copy of the submission as Exhibit R-17-1, and 
then I would ask Mr. MacPherson, who is appearing for 
these companies and who has with him Mr. Tyerman, to in- 
troduce the gentlemen for the company to the Commission. 
---EXHIBIT NO. R-17-1: Submission by Producers Pipe- 

lines Ltd. and Westspur Pipe 
Line Company. 

THE CHAIRMAN: Mr. MacPherson? 

MR. MacPHERSON: Mr. Chairman, Mr. James 
Harvie will be giving evidence, and I have with me 
as well Mr. Richards of the Producers Pipelines. 

THE CHAIRMAN: Thank you. Mr. Harvie, 
are you going to be the one to read the brief? 

MR. HARVIE: Yes sir, I believe so. 

MA. MAGPHERSON: Mr. Cnasrman, 1 tainked 
might qualify him first, as to who he is and his 
position. 

THE CHAIRMAN: Yes, would you do that? 

MR. MacPHERSON: Mr. Harvie, you were born 
in the Province of Alberta? 

MR, HARVIE: Yes, S54iP. 

MR. MacPHERSON: And you are a graduate 
of the University of Alberta? 


MR. HARVIE: Yes, sir. 
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MR, MAcPHERSON: Io 1,540? 

MR. HARVIE: That is correct. 

MR. MacPHERSON: Following woich, I believe, 
after taking your BSC degree, you were two years in 
the oll fields of Alberta witno Anglo-American? 

MR. HARVIE: Anglo-Canadian, 

MR. MacPHERSON: Anglo-Canadian, yes, and 
tnen you were three years in the Air Force? 

MR. HARVIE: That is correct. 

MR. MacPHERSON: Following which you were 
petroleum engineer for California Standard? 

MR. HARVIE: Yes, sir. 

MR. MacPHERSON: And from 1346 to 1.57 
you were a petroleum engineer witn Royalite? 

MR. HARVIE: That is correct. 

MR. MacPHERSON: And you came to your 
present employment in 1.57? 

MR, HARVIE: That is correct. 

MR. MacPHERSON: Presently you are vice- 
president and general manager of Producers Pipelines 
and Westspur? 

MR. HARVIE: Yes. 

MR, MacPHERSON: Now, I would have Mr. 


Harvie read the brief, Mr. Chairman, 
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Submission of 


PRODUCERS PIPELINES LTD, and WESTS PUR 
PIPE LINE COMPANY 


APPEARANCES: 
Mr. M. A. MacPherson - Counsel 
Me. D. M. Tyerman - Counsel 
Mowe aha Harvie - General Manager 
Mr. R. B. Richards - Assistant Treasurer, 


Assistant Secretary 


MR. HARVIE: SUBMISSION BY PRODUCERS PIPELINES 
LTD. and WESTSPUR PIPE LINE COMPANY T® THE ROYAL 
COMMISSION ON ENERGY. 
INTRODUCTION 

z Producers Pipelines Ltd. and Westspur Pipe 
Line Company have prepared this Submission in srder 
to provide the Royal Commission with informatisn absut 
the nature and extent of the business of the two 
companies as operators of oil pipelines. In order 
to assist the Royal Commission, this Submission 
examines the reasons for the ereation of two separate 
companies; their corporate organization; their 
construction programs ; their pipeline operations 
and their financial structure. This Submission also 
reviews the Statutory provisions conferring juris- 
diction on Federal and Provincial authorities and 
offers some comment on the effect of that juris- 
diction over the gathering and transportation of 


oil in the expanding south-eastern Saskatchewan 


area in which the two companies operate. 
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For the sake of convenience, Producers 
Pipeiines Ltd. and Westspur Pipe Line Company are 
in most cases, la this Submission referred to as 
"Producers" and "Westspur"™ respectively. 

SECTION J. 
ECONOMIC CONSIDERATIONS 

The orderly and economic development of 
an oil field requires facilities for transportation 
of crude oil at low cost. Bearing this in mind as 
an element in the economic planning of all phases 
of operations in the oil industry, from exolcration, 
drilling and production to marketing, a study of 
Producers and Westspur and their relatioaship to 
producing oil companies will, it is thought, be of 
interest to the Royal Commission. 

Both Companies were organized by producing 
oil companies or their affiliates operating La 
south-eastern Saskatchewan, because these companies 
considered that a pipeline cwned by producing com- 
panies would be in their best interests. Producers 
now holds all the shares in Westspur, except 
Directors' qu2lifying shares, and all tne shares in 
Producers are held by producing oil companies. This 
close relationship with the procucers has resulted 
in the two companies being kept well informed of 
the orogress of exploration, end the development 
drilling. 

MR. PATTERSON: Could I stop you there 
for a moment, Mr. Harvie: It has been suggested 
that perhaps there is some complaint to be made 
about the producers owaing shares in the pipeline 


company, and I am wondering whether there is any 
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real merit in the suggestion that you need the close 
relationship such as set out in your brief in order 
to keep the pipeline company informed of the progress 
of exploration and development drilling? My thought 
is this, that since a pipeline company provides a 
service to the producers they would naturally be 
inclined to keep it well informed of exploration 

and development driling. In other words, I am 
questioning to some extent this statement you make. 

MR. HARVIE: I think probably a little ex- 
panding of this statement would be in order in that 
case. We have found that being as close to the 
oil companies as we are, we are a little better in- 
formed; we are a little closer to the actual de- 
velopment as it goes on. Our actual constructioa 
program is limited to the summer monatnos and wnat- 
ever surface constructioa we can do in the winter. 
Consequently, it is in the oroducers! interest to 
inform us as rapidly as they can, but, generally 
speaking, unless they are aware of this problem 
they sometimes are a little delayed in passing the 
information to us, and it would take a considerable 
staff on our part to keep up with all the develop- 
ment drilling that has been going son in Saskatche- 
wan in the last 17 years. We have felt we have been 
a little better informed and can keep our program 
geared to the development drilling. 

MR. PATTERSON: What you are saying is 
that because the producers are a little slack ia 
keeping you informed, their interest in the company 
is really the same as perhaps another job you could 


well do, and that is keep them informed without 
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them being there at all -- of tnisproblem of your 
company? 


MR. HARVIE: Well, if you wanted to sit 


on their tail, so to speak, you could possibly 
get the same information. 

MR. PATTERSON: The same result? 

MR. HARVIE: But you would have to have 
a considerable staff. I do not think we have had 
any complaints at the present time on our coanec- 
tions -- I am sure we haven't. 

MR. PATTERSON: By that you mean producers 
who are independent aad are not shareholders 
have not complained asto the service you have given 
them? 

MR. HARVIE: We have received no complaints. 

MR. PATTERSON: Which, woile it supports 
your position, also can be used to support the 
other, that you can serve a producer who has no 
iaterest whatsoever in your company? 

MR. HARVIE: If you are going to be a 
opipeliner, you should serve the producer. 

MR. PATTERSON: Toank you. 

MR. MacPHERSON: Producers and Westspur 
publish tariffs which are kept under constant 
review with the object of reducing transportation 
costs. Copies of current tariffs are contained 
in Appendix Number 1. In addition to the tariffs 
under which crude oil may be transported to tne 
tankage of Interprovincial Pipe Line Company at 
Gromer, Manitoba; Westspur has entered into Joint 
Tariffs with Interprovincial Pipe Line Company 


and Lakehead Pipe Line Company for the transportation 
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of medium crude to Wrenshall in Minnesota, and to 
Superior in Wisconsin, and also with Interprovincial, 
Lakehead and Minnesota Pipe Line Companies for the 
transportation of medium crude to St. Paul and Pine 
Bend in Minnesota. 

THE CHAIRMAN: Excuse me, do you deal with 
this question of review of tariffs later in the brief? 

MR. HARVIE: No sir, I do not. 

THE CHAIRMAN: Well then, you say Producers 
and Westspur publish tariffs which are kept under 
constant review with the object of reducing trans- 
portation costs: constant review by whom? 

MR. HARVIE: By our organization. 

THE CHAIRMAN: By any government agency? 

MR. HARVIE: Not that we are aware of. 

THE CHAIRMAN: Do you file tariffs? 

MR. HARVIE: Yes, sir. 

THE CHAIRMAN: Are they approved or dis- 
approved, or just filed? 

MR. HARVIE: They are just PVE. 

THE CHAIRMAN: So there is really no 
active administrative review of the contents of 
those tariffs that you know of? 

MR. HARVIE: Not that we know Cts youn. 

THE CHAIRMAN: Where are they filed? 

MR. HARVIE: Westspur files its tariffs 
with the Board of Traasport in Ottawa, and Producers 
Pipelinesfiles its tariffs with the Provincial Govern- 
ment in Regina. 

THE CHAIRMAN: Has Producers ever been 
asked to lower its tariff? 


MR. HARVIE: No, sir. 
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THE CHAIRMAN: Has Westspur? 

MR. HARVIE: No, sir. 

THE CHAIRMAN: So that in reality there 
nas been no active examination of your tariffs by 
any goverament agency: is that a fair statement? 


MR. HARVIE: Yes sir, I would say so. 
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THE CHAIRMAN: _ am not suggesting there 
is anything wrong with your tariffs but it is a 
matter with which we are charged to look into. 

MR. HARVIE: I believe that the govern- 
ment agencies do look after tariffs,as to what 
extent, I am not aware of. I think, possibly, 
here we might expand a little bit on the informa- 
tion of these two companies which were formed as 
& low-cost transportation company and that is the 
reason for our statement here. The purpose of 
those two companies is for low-cost transportation 
and, consequently, we do review them as often as 
we can and make such reductions as we can. 

THE CHAIRMAN: What do you mean by a 
low-cost transportation? 

MR. HARVIE: We believe by accepting a 
lower rate of return we would be operating ata 
lower cost. 

THE CHAIRMAN: In saying low-cost, you 
distinguish, surely, between high-cost and low-cost? 
Are there high-cost transportation companies? 


MR. HARVIE: I would imagine there are 
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but I would not have any examples. 

THE CHAIRMAN: iow do you arrive at your 
tariff? 

MR. HARVIE: We go through the minimum 
cost and work on a minimum return to the share- 
holders. 

THE CHATRMAMN: I understand minimum cost, 
if you »re looking to operate efficiently you na- 
turally want to keed the cost down but what do 
you mean by minimum return; do you have a rate 
basis? 

MR. HARVIE: Zt is generally understood 
between shareholders of the company they will 
accept a low rate of return. 

THE CHATRMAN: On their investment? 

MR. HARVIE: On their investment. 

THE CHAIRMAN: But that has nothing to 
do\whth the rate bese, has it? 

MR, HARVIE: No; the rate base is made 
up of other factors. 

"Eh CHATRMAN: Quite; and is your tariff 


based on a rate base? 
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MR. HARVIE: It has to be based on your 
operating cost, yes, which would go into your 
rate base. 

THE CHAIRMAN: In realty, you do not 
work out your tariff on the basis of what is a 
proper rate base and fair and reasonable return 
on that rate base, do you? 

MR. HARVIE: Looking at the items that 
go into a rate base, you are looking at operating 
costs, interest on your money, depreciation. 

THE CHAIRMAN: That is right, income 
tax, working capital. 

MR. HARVIE: Right; most of those items 
Bre or ixed , 

THE CHAIRMAN: Well, your operating costs 
would vary. 

MR. HARVIE: You try to keep those toa 
minimum. The other items, interest on your money, 
depreciation, are fixed. 

THE CHAIRMAN: And you fix a percentage 


return on that base in order to reach your tariff, 


do you? 
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MR. HARVIE: Yes, I believe that is a 


correct statement. 

THE CHAIRMAN: What rate of return do you 
take? 

MR. HARVIE: We consider a 5% --. 

THE CHAIRMAN: 5%; so, is it fair to 
say that your published tariffs, your appendix l, 
is based on your rate base containing those proper 
elements that go into making a proper rate base 
plus 5%? 

MR. HARVIE: I believe that is right. 

THE CHAIRMAN: On that rate base? 

MA, HARVIE? That is rignz. 

THE CHAIRMAN: But nobody ever fixed 
your rate base for you? 

MR. HARVIE: No, sir. 

THE CHAIRMAN: That is done by the com- 
pany itself, as a matter of management. 

MR. HARVIE: That is right. 


THE CHAIRMAN: And that applies both to 


Westspur Pipe J.ine Comnany:-and?Procueers Pipelines 
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Limited, 


MR. HARVIE: ve sir, that is right. 

MR. MacPHERSON: Copies of the tariffs 
are attached as Exhibits. 

THE CHAIRMAN: I realize that, but Mr. 
MacPherson, just looking at a tariff --. 

MR. MacPHERSON: Yes, I know that. 

MR. HARVIE: There is one other tariff 
I forgot to mention. We did file with the I.C.C. 
a joint agreement we have entered into. 

THE CHAIRMAN: In the United States? 

MR. HARVIE: In the United States, be- 
cause several of our current carriers are under 
the I.C.C. regulations. 

THE CHAIRMAN: That does not carry the 
principle or theory we are talking about one iota 
further than we have here because they do not look 
into 1t either. 

MR. HARVIE: No, sir; we are not subject 
to I1.C.C. regulations. 

MR. COMMISSIONER LADNER: Are you not sub- 


ject to the statutory authority of the Public 
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Utilities Commission? 
MR. MacPHERSON: In the United States? 
MR. COMMISSIONER LADNER: In Saskatchewan. 
MR. MacPHERSON: We probably would be; 
Me. Harvie is just indicating what the situation is. 
MR. HARVIE: We have no Public Utilities 
Commission as such; we have a local government Board. 
MR. COMMISSIONER LADNER: Do they have 
jurisdiction over matters we have been discussing 
here? 
MR. MacPHERSON: Yes, they have but none 
has been exercised, 
THE CHAIRMAN: Please proceed. 
MR. HARVIE: Contruction: Towards the 
end of 1954, the rapid rate of discovery of crude 
oil production in south-east Saskatchewan led Imperial 


Oil Limited to investigate the possibility of the 


provision of pipeline facilities. Aiter investiga- 
tion, Imperial Oil Limited was convinced of the need 
for a 12-inch trunk line leading from Midale in 
Saskatchewan, .through the area at that time known to 


be producing, and across the Manitoba-Saskatchewan 
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boundary to connect with the Interprovincial Pipe 
Line at Cromer, Manitoba. Because an interprovin- 
clal boundary would be crossed, it was necessary to 
set up a pipe line company by a Special Act of 
Parliament. Westspur was so incorporated on May 
26, 1955, and on October 13, 1955, was granted a 
Permit by the Board of Transport Commissioners in 
the following terms: 
"That leave be, and it is hereby, granted to 
‘Westspur to construct a pipe line consis- 
"ting of one or more lines of pipe for the 
"transportation of crude oil and other liquid 
"and gaseous hydrocarbons from a point in the 
"vicinity of Midale, Saskatchewan, to a point 
‘in the vicinity of Cromer, Manitoba, and a 
"spur from Alida to Nottingham, both in 
“Saskatchewan, the general location of the 
"pipe line and spur being as shown on the 
‘map dated May 31, 1955, filed with the Board 
"under file No. 45371.27, together with such 
"pipe lines and other facilities as may be 
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"erude oil and other liquid and gaseous 

"hydrocarbons along and in the vicinity 

"of the pipe line route.” 

Construction was started on November 12, 

1955, but almost immediately was held up vy severe 
weather and then restarted in Spring of 1950. 
Subsequently, Westspur constructed gathering 
facilities in the areas of Midale, Steelman, 
Frobisher, Alida, Nottingham, Rosebank, Ingoldsby, 
and Edenvale. The first delivery of crude oil to 
the Interprovincial pipe line was made on July 16, 
1956. By this time, the need for an extension 
of the pipe line to the Weyburn field was apparent. 
During August of 1956, two other pipe line com- 
panies made application to the Minister of Mineral 
Resources of the Province of Saskatchewan for per- 
mission to construct a gathering system in the 
Weyburn field. The Minister of Mineral Resources, 
on September 28, 1956, granted Trans-Prairie Pipe- 
lines Limited a permit to construct. Westspur, 


being under Federal jurisdiction, made application 


to the Board of Transport Commissioners on September 
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16, 1956, but at the Hearing on October 15, 1956, 
cheir application was dismissed. On November 5, 
1956, Westspur again applied to the Board of 
Transport Commissioners, this time for a permit 
to build a pipe line into the Florence-Carnduff- 
-len Ewen area. The application was heard in 
Ottawa on November 22 and November 23, 1956, and 
the Board of Transport Commissioners reserved 


their decision. 


THE CHAIRMAN: I wonder if we could stop 
here for a moment and if someone could point out 
on that map just exactly what we are talking 
about. 

MR. MacPHERSON: I think it would be of 
tnterest to the Commission to realize the applica- 
tion referred to the construction of this line 
from Midale. 

MR. HARVIE: The first line is from Midale 
_nto Weyburn. This is the line for which the per- 
mit was granted. 

THE CHAIRMAN: Is that a map of Saskatchewan 


MR. MacPHERSON: This is all Saskatchewan 
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up Doaheres -Lt just Bae Ca CES the heavy black 
line as the original Westspur line and it will 
be apparent it is just by an accident of geo- 
graphy that we crossed the interprovincial line. 
Cromer is only 7 miles on the other side of the 
border but by virtue of the station of the 
Interprovincial Company there instead of here, 
the application had to be made to the Board of 
Transport rather than to the Conservation Board 
of Saskatchewan. This is a main trunk line from 
Cromer to Midale and as Mr. Harvie said, this 

is the extension where the difficulty started 
out. 


THE CHAIRMAN: You are going backwards, 


are you not? The oil flows from Midale through 


TO, Cromer. 

MR. MacPHERSON: Yes, sir and this is 
Weyburn up here and this is the application that 
was made; an application for gathering lines was 


made to the Conservation Board in Saskatchewan 


and then an application made in respect. of the 


same line or the same area to the Board of Transport 
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oy westspur and resulted in the jurisdictional 
dispute between the two. 

THE CHAIRMAN: And the Province granted 
aupermit, tet Trans-Prairie for.that? 

MR. MacPHERSON: Yes, sir. 

THE CHAIRMAN: And does Westspur not 
leave the boundary of Saskatchewan except at 
that one point at Cromer? 

MR. MacPHERSON: That is right; it just 
goes 7 miles across the border into Manitoba. 

THE CHAIRMAN: So it would be wholly 
Witnin the jurisdiction of the Province? 

MR. MacPHERSON: Everything is in 
Saskatchewan excepting that bit of line going to 


Cromer and the only reason we had to go to Cromer 


was because that was the station of Interprovincial 


Pipeline. If Fleming and Moosomin had veen on 
the Saskatchewan line the whole pipeline and 
everything else would be in the boundaries of 


Saskatchewan. 


THE CHAIRMAN: Physically within the 


boundaries of Saskatchewan? 
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MR. Mac PHERSON: Physically within the 
ooundaries of Saskatchewan. 

THE CHAIRMAN: But not necessarily within 
the jurisdiction because of the hook-up with 
Interprovincial? 

MR. HARVIE: This piece of line crossing 
into the terminal going south into Glen Ewen; this 
is the one which the decision of the Board of 
Transport referred to. 

MR. MacPHERSON: And later we got per 
mission from the Conservation Board in Saskatchewan, 
Producers did, -- Mr. Harvie might explain the 
different colours on this map. 

MR. HARVIE: The black line is the main 
trunk line transmitting and operating from Midale 
through to Cromer. This pipeline system is a 12 
inch pipeline and from Midale to Steelman 12 inch 
and 16 inch; from Midale to Cromer as shown by 
green lines are Westspur under the original 
application to the Board of Transport Commissioners, 


Nottingham, Frobisher, Steelman and Midale field are 


red lines and they are lines that were constructed by 
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Producers Pipelines under Provincial in 1957. 

MR. MacPHERSON: In some instances 
you have red lines going out from green lines. 

That is, in some instances where you have a 
gathering system approved by the Board of Transport 
Commissioners you had to extend with permits from 
the Province of Saskatchewan. 

THE CHAIRMAN: To Producers. 

MR. MacPHERSON: I may say, Mr. Chairman, 
on the question of jurisdiction one phase of this 
was argued last November before the Board of 
Transport when the Deputy Attorney General, 

Mr. Jacket, was present and he threw no road 
block in our way in respect of such a contingency 
you refer to where there is joining up with Inter- 
provincial in the Province pecause of a line 

such as South Saskatchewan, which is involved in 


that connection. 
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MR. HARVIE: In an effort to find a solu- 
tion to the problems arising out of the overlapping 
Dominion and Provincial jurisdiction a new company, 
Producers Pipelines Ltd., was incorporated under 
the Laws of the Province of Saskatchewan on Febru- 
ary 27, 1957 and became the parent company of West- 
spur rather than its subsidiary in order to provide 
Separate jurisdictional status for the two companies. 
Producers applied for, and obtained from, the Minis- 
ter of Mineral Resources, a permit to construct a 
pipeline into the Florence-Carnduff-Glen Ewen area. 
Westspur withdrew its application and Producers pro- 
ceeded on the strength of the permit obtained by it 
on March 18, 1957, from the Minister of Mineral Re- 
sources. Later during 1957, Westspur authorized by 
the Board of Transport Commissioners, constructed 
a 16-inch pipeline from Steelman, Saskatchewan, to 
Cromer, Manitoba, which looped the original West- 
spur le-inch Line for 75 milés. During the: sane 
period Producers, authorized by the Minister of 
Mineral Resources, constructed the Florence-Carnduff- 
Glen Ewen gathering system and also pipelines into 
the Arlington-South Manor and Oxbow areas, Producers 
also constructed all additional gathering facilities 
in Midale, Steelman, Frobisher, Alida, Nottingham, 
Rosebank, West Kingsford, Oxbow, Glen Ewen, Carn- 
duff and South Manor fields. As a result of this 
development in four of the main gathering areas 
ownership of the gathering network is divided be- 
tween the two companies. 

In order to remedy the difficulties of 


operating their integrated systems under divided 
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ownership, on November 5, 1957, Westspur applied to 
the Board of Transport Commissioners for permission 
to sell and convey its gathering systems to Pro- 
ducers. This application was dismissed on the ground 
that Westspur's gathering lines form part of its 
interprovincial undertaking and that Producers could 
not operate the gathering lines because it is not 

a Special Act Company. 

The pipeline system operated by Westspur 
and the system operated by Producers, gathering and 
transporting crude oil under Federal and Provincial 
jurisdiction, are shown on the map forming Appendix 
Number 2. The problems introduced by divided owner- 
ship of an integrated system stem from the conflict 
of jurisdiction under present Dominion and Provine lal 
legislation. These problems are not confined to 
Producers and Westspur but affect the pipeline indus- 
try as a whole. 

During 1956, Westspur delivered to Inter- 
provincial Pipe Line Company tankage at Cromer, 
Manitoba, 4,133,711 barrels of crude oil. In 1957, 
Westspur delivered 19,814,042 barrels of crude oil. 

Appendix Number 3 contains a table of the 
length and varying size of pipe which has been used. 
It should be noted that the small quantity of pipe 
laid during 1955 has been included under the head- 
ing for 1956. The growth of the system operated 
by Producers and Westspur is indicated by the fol- 
lowing consolidated figures: 

1955 19509) el eooee 
Total Assets $3,893,936 $8,492,208 $16,178,970 


By December 31, 1957, the capacity of the 
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trunk line was 95,000 barrels per day. oPfhe tonsceric= 
tion planned for 1958 will increase this capacity 


to 133,000 barrels per day. At present, 81,000 barrels 


per day are being shipped (16,000 barrels of medium 
crude oil and 65,000 barrels of light crude oil.) 

MR. MacPHERSON: It might be of interest 
to the Commission when in 1955 an application was 
made to the Board of Transport for permission to build 
this line, there were three applications and every one 
was reasonably optimistic. The most optimistic prog- 
nostication that would be made was there would be 
20,000 barrels throughput in 1956, and by 1959 there 
would be 33,000 barrels throughput. Actually, you 
see here that in March of 1958 there were 81,000 
barrels throughput. 


MR. HARVIE: OPERATIONS: Southeast Saskat- 


chewan produces both light and medium crude oil. 


Light. crude. comes from the areas. of Steelman, Fro- 


bisher, Alida, Glen Ewen, Carnduff, Oxbow, Notting- 
ham, Ingoldsby, Rosebank and Arlington. Medium 
crude comes from the areas of West Kingsford, Midale 
and South Ingoldsby. Both light and medium crude 
are produced in the Weyburn area. Sulphur content, 
which is higher in medium crude, ranges from 1% to 
3h. 

All medium crude is purchased by Great 
Northern Oil Purchasing Company and is shipped to 
the following refineries in the Northern part of 


the United States: 
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REFINERY CAP. 
(BARRELS PER PRESENT 


COMP ANY LOCATION DAY) PURCHASES 

Lake Superior 

Refinery Co. Wisconsin 16,500 5,000 

Great Northern 

Oil Company Minnesota 30,000 8,116 

International 

Refinery Inc. Minnesota 12,000 3, 470 

Northwestern 

Refinery Co. Minnesota 16,000 nil 
TOTAL 74,500 16,2060 


THE CHAIRMAN: Could we stop for a moment? 
We know what Great Northern Oil Company refinery in 
Minnesota --- 

MR. MacPHERSON: Mr. Sandlin's Company. 

THE CHAIRMAN: And the Lake Superior Re- 
finery Company is owned by whom? 

MR, HARVIE: I am sorry, I cannot answer 
that question. 

THE CHAIRMAN: Is it owned by any of your 
shareholders? 

MR. HARVIE: I believe it is a private, 
independent refining company. 

THE CHAIRMAN : With no shareholding in 
your company? 

MR, MacPHERSON: No, sir. 

THE CHAIRMAN: And International Re- 
finery? 

MR. MacPHERSON: I think they are the 
same, ne interest in our company. 

THE CHAIRMAN: Northwestern? 

MR. MacPHERSON: Completely independent. 


THE CHAIRMAN: The only refinery you ship 
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to in the United States is the one with Woodley 
Canadian Oil? 

MR, MacPHERSON: They ship to Lake Superior 
and International as well. 

THE CHAIRMAN: Yes, but they are not share- 
holders. 

MR. MacPHERSON: That is right.’ Great 
Northern is the only one with any community interest 
shareholder-wise. 

THE CHAIRMAN: Let us clear up something. 
My understanding is an export permit is required for 
UieLexRDOrt On Crude “oll, “Het wus start first with cme 
Province, "Bis that eorreet? 

MR; TYERMAN:* None required from’ the’ Province, 

THE CHAIRMAN: Outside of Canada? 

MR; TYERMAN;: Yes, at 1s required. 

THE CHAIRMAN: From whom is the export per- 
mit obtained? 

MR. TYERMAN: The Department of Trade and 
Commerce, I believe. 

MR. MacPHERSON: Yes, I think it is’ Trade 
and Commerce. 

THE CHAIRMAN: Does it go to the Board of 
Transport Commissioners? 

MR. TYERMAN: No, the application is direct 
to the Department. 

THE CHAIRMAN: Trade and Commerce? 

MR. TYERMAN: Yes. 

THE CHAIRMAN: What kind of terms are 
put into such a permit? Is it fora specified quan- 
tity of oil, barrels per day or annum? 


MR. TYERMAN: Barrels per annum, sir. 
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THE CHAIRMAN: It is maximum? 
MR. TYERMAN: Yes. 


THE CHAIRMAN: Not minimum? 


MR. TYERMAN: No. 

THE CHAIRMAN: No other conditions attached 
to such a permit? 

MR. TYERMAN: There are some other condi- 
Prone eves, “Sir. 

THE CHAIRMAN: Have you got such a permit 
in Regina physically? 

MR, TYERMAN: A permit that we could look at? 

THE CHAIRMAN: Yes. 

MR. TYERMAN: Yes. This Company requires no 
permit. Ib dees not export oll. The oll te expcricd 
by the owners of the oil. 

THE CHAIRMAN: I suppose I should get that 
answer directly from the actual owner. How are we go- 
Ing To Bet thay: 

MR. TYERMAN: The two exporters I know of 
are Imperial Oil and Great Northern Oil Purchasing 
Company. 

THE CHAIRMAN: Mr. MacPherson, you are 
counsel for Great Northern? 

MR. MacPHERSON: Yes. 

THE CHAIRMAN: Could you get a copy of their 
permit and file it with the Commission? 

MR. MacPHERSON: I would be glad to do bt. 

THE CHAIRMAN: I want the record completed. 

MR. MacPHERSON: We will get that for you. 

MR. HARVIE: All light crude is purchased 


by Imperial Oil Limited for Canadian markets and 


is shipped to the following refineries: 
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ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO 3 4 D0 
REFINERY 
CAPACITY 
(BARRELS PRESENT 
COMPANY LOCATION PER DAY) PURCHASES 
Imperial Oil Winnipeg, 
Limited Man. LS OG 2, OOK = 
North Star Oil Winnipeg, . 
Ltd, Man. 12,000 2,687 
imperial .Oil Sarnia, 
Limited One. 80, 000 30, 483 
B.A. Clarkson Toronto, 61,500 nid 
One. 
Regent Refining Pe, Gredity, (26,000 5,890 
Ont. 
Ganadian Oil Co. Corunna, 
Limited Ont. 30,000 Gs550 
TOTAL 209, 000 64,503 


*Apparently building crude oil inventory. 


THE CHAIRMAN: 


Present purchases, 


as of what 


date would those be compiled, the ones going to the 


United States and the ones going to Canada? 

MR. HARVIE: I think those were February 
purchases. These are fairly good averages. 
THE CHAIRMAN: Average per diem purchase 
during February? 

MR. HARVIE: Yes. 

MR. COMMISSIONER HOWLAND: When Imperial 
Oil purchases light oil, do they purchase at the well- 
head? 

MR. HARVIE: Yes, at the wellhead from the 
producer. 

Westspur owns both gathering and trunk 
line systems, whereas Producers only owns a gather- 
ing system. The operations of the companies are so 
arranged that the gathering systems are considered 


to be separate from the trunk line system. 
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ANGUS, STONEHOUSE @ CO. LTD, 
The prime function of a crude oil gathering 
syeuem is to gather or accept oil for a crude oil 
purchaser or shipper's account at the lease tanks 
of producing oil companies and to transport this 
crude to a trunk line system. The gathering system 
should be operaved in a manner that will keep lease 


tankage at a minimum without restricting the continu- 
ous operation of the producing wells. 

A trunk line transports the crude supplied 

by the gathering systems either as a batch of one type 


of crude or as a common or mixed stream of several 
Deliveries are made either to a refinery or 
Westspur, as 


Crudes . 
Soran aajoining trunk Line .carrier:, 
previously noted, delivers all of its crude to Inter- 
provincial Pipe Line tankage at Cromer, Manitoba. 
In order to properly schedule crude oil movements a 


Frobisher 


trunk line is required to have terminal storage 
facilities and in the case of the Westspur system 


Steelman, 


these are located at Midale, 
Main line pumps are located at these 


and Alida. 
points as well as facilities for unloading. crude o11 


As both light and medium crude is delivered 


from trucks. 
to the trunk line terminal at Midale a batching method 


is used to move the crude through the single 12" line 
From Steelman to Cromer 


while the 16" line is reserved for light crude. 
at 


te = 


to the Steelman terminal. 
the 12" line is used exclusively for medium crude 
Could you nelp us, 


THE CHAIRMAN: 
least me anyway? How do you actually put t 
into the pipeline? What do you put between it? 
it called a slug or plug, and what does it consist of? 
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MR. MacPHERSON: We use nothing between 
batches whatsoever. We use a gravity check-out 
system to determine where the batch arrives. 

THE CHAIRMAN: They don't mix? 

MR. MacPHERSON: Very slightly. In the cases 
of the type of crude we handle it is not a serious 
mixing problem at all. Where you have a products line 
you would have to be more careful with the products 
you put in contact with each other and have a defin- 
*#ee schedule. With crude olils it is relatively <asy 
to follow one batch with the other. 

THE CHAIRMAN: There would be a slight 
blending at the tail end of one batch with the head 
Grr une Ovner one? 

MR, MacPHERSON: That is right, sir. 
Occasionally it is the practice to use pigs in be- 
tween, some sort of pig that actually does mark. 

THE CHAIRMAN: That is what I was getting 
ac wien the elves. “it is called pig? 

MR. MacPHERSON: A pig. That is a rubber 
pig whereby one product pushes it along and makes a 
distinct break. As soon as it reaches a certain 
point another valve is opened and the product is 
passed through a different tank. Another method is 
they put in very light radioactive mixer of some 
sort that is picked up by a checker and the valves 
are opened. Those are problems more related to pro- 
ducts lines than crude lines. 

THE CHAIRMAN: T see, thank you. 

MR. HARVIE: TAXATION : Income Tax: 

The provisions of the Income Tax Act R.S. 2952. Cap. 


148 as amended, permit a capital cost allowance on 
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pipelines of a maximum of 6% calculated on the 
diminishing balance system as a deduction from income 
unless, in the case of a pipeline for oil or natural 
gas, the Minister, in collaboration with the Minister 
of Mines and Technical Surveys, is satisfied that the 
main source of supply for the business for which the 
pipeline was acquired is likely to be exhausted with- 
in 15 years. Presumably such pipelines, not being 
svecirically listed, .are subject. to the peneralsrace 
of 20%. 

The Income Tax Act does not permit pipeline 
companies to deduct from income a capital cost allow- 
ance on rights-of-way. As at December 31, 1957, 
the companies have approximately $250,000 invested 
in rights-of-way which they should be allowed to 
deduct from income over a reasonable period by way 
Of a capital cost allowance. 

A Company's investment in gathering sys- 
tems is placed in the same class for capital cost 
allowance purposes as is investment in a trunk line, 
and the gathering systems are treated as a whole 
rather than by conservation areas. 

The useful life of a pipeline depends on 
the jive of the field it serves: 

It is submitted that rights-of-way and 
easements should be included under the general head- 
ing of "pipelines" and subject to capital cost 
allowance. 

It is submitted that for capital cost 
allowance purposes investment in trunk lines and 
in gathering lines should be considered separately. 


Provision is made in the Uniform Code of Accounts 
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issued by the Board of Transport Commissioners, for 
segregating investment in this manner. 

It is submitted that in determining the 
rate of capital cost allowance on investment in pipe- 
lines gathering oil from fields consideration should 
bey pamen. tor the lifesof the individual Gields served. 

SECTION II: . The Corporate powers of the 
Two Companies: The Parent company, Producers, is 
incorporated under the laws of the Province of Saskat- 
chewan, and the subsidiary company, Westspur, is 
incorporated by Special Act of Parliament of the 
Dominion of Canada. Their corporate structure and 
powers are considered in Appendix 4, which also 
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FEDERAL AND PROVINCIAL JURISDICTION 

Toe Westspur system consisting of the trunk 
line from Midale in Saskatchewan to Cromer in 
Manitoba, which is approximately 10) miles long, 
and the gathering systems constructed and operated 
by Westspur have been constructed and are operated 
under the authority from time to time granted by 
the Board of Transport Commissioners under the Pipe 
Lines Act of Canada. 

In 1955 application was made by three 
companies, one of which was Westspur, to the Board 
of Transport Commissioners for leave to construct 
a pipe line from Midale to Cromer, together with 
related gathering facilities. These three applica- 
tions were heard together and the Board of Transport 
Commissioners rendered its decision in favour of 
Westspur. Ia his reasons for Judgment, dated October 
13, 1,55, Kearney, J., Chief Commissioner, included 
the following findings: 

"Much evidence was given as to what each pro- 
"nosed undertaking in fact is, the manner in 
"which it is to be carried on, and the 
"ohysical characteristics of the project. 

: Having regard to that evidence and the 
"terms of the Special Acts of tne Applicants, 
"we find that in each case the gathering lines 
"are part of the proposed iaterprovincial or 
"extra-provincial pipe line and that the entire 
"line comes with the above quoted words of 
"section J2 (10) (a) (i.e. of the British 
"North America Act 1867) ‘other works and 


"undertakings connecting the province with 
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"any other or others of the provinces, or 
| "extending beyond the iimits of tne province! 
"and consequently is subject to the legislative 
"authority of the Parliament of Canada." 
Subsequently, in 1956, Westspur applied 
to tne Board of Traasport Commissioners again, pur- 
suant. to Section le of The Pipe Lines Act of Cana- 
da, for leave to construct a pipe line from a point 
in the vicinity of Weyburn, Saskatchewan to its 
existing Midale Terminal, as an extension of its 
Company pipe line. The application was dismissed 
aid in his Judgment the Assistant Chief Commissioner 
stated in part as follows: 
. Counsel for Saskatchewan submitted that 
"the system proposed by Westspur is really a 
"gathering system and put forward the Province's 
“position 'that all gathering pipe lines and 
‘feeder pipe lines wholly within the Province 
"should be under provincial jurisdiction.! 
“However, he also stated that the Province is 
"not suggesting that this Board has not 
"jurisdiction to grant westspur's application 
"but he submitted that this Board should aot 
"grant leave to Westspur to construct its 
"»oroposed line under the circumstances, par- 
"ticularly as the provincial authority had 
seen fit to grant the above mentioned permit 
"to Trans-Prairie and the latter's liane was 
‘actually being constructed at the date of the 
"hearing of Westspur's application." 
s Counsel for Westspur submitted that its 


"oroposed line would be ia law and in fact an 
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"extension of Westspur's present interprovincial 
“pipe line system and that there is no question 
"that the Board has jurisdiction to grant the 


"application." 


Wt 


It is our opinion, and we so find, that the 
"proposed pipe line system of Westspur, if it 
"were constructed, would be in fact an exten- 
"sion of its present interprovincial company 
pipe line which was authorized by the pre- 
"yiously mentioned Judgment and Order of this 
"Board No. 87142, dated October 13, 1955, and 
"that this Board has jurisdiction to grant the 
"application." 

In November, 1:57, Westspur made applica- 
tion to the Board of Transport Commissioners to be 
allowed to sell the gathering portion of its 
company pipe line to Producers, In his submission 
counsel for Westspur urged that the first order of 
tne Board of Transport Commissioners had to cover 
the complete project, not only as an interprovinctal 
line but also the gathering lines, because at that 
tine there was nothing else there. He urged that 
in tne space of two years there had been a change in 
the character of the gathering lines and that the 
trunk line should be operated as an interprovincial 
line by Westspur in accordance with the provisioas 
of the Pipe Lines Act of Canada and that the gatner- 
ing lines should be operated by Producers. Evidence 
was given that all of the gathering lines woich 
Westspur wished to sell to Producers were physically 


situated entirely within the Province of Saskatchewan; 
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that there was a difference in the operation of a 
gathering oil pipe line system and a trunk oil pipe 
line system in the sense that, as the throughput 
increases, the gathering lines will become a 
separate function of the whole system and the trunk 
line will become a. carrier.of.all. the old that is 
delivered to it by the gathering systems. It was 
emphasized that the main concern of the trunk line 
was to keep the line running at the proper capacity 
and to get rid of the oil at the other end, whereas 
at that point the gathering system tnen becomes an 
organization which is primarily dealing with the 
producers that are customers. The Board of Trans- 
port Commissioners did not accept the fact of 
increased throughput as being decisive of the ques- 
tion whether the gathering lines were in fact local 
or an integral part of the Westspur interprovincial 
system. 

The Board of Transport Commissioners found 
that Westspur's undertaking, including its gather- 
ing lines, is one and indivisable and that its 
gathering lines cannot be considered to be severable 
units to the extent that even with a change of 
operation and ownership, they would cease to be 
part of an extra-provincial lines. The Board found 
on the evidence before it that the gathering lines 
in question could not be held as a matter of law to 
be local in character, and that the proposed sale would 
not in fact change the character of Westspur's gather- 
ing lines and that tney would, if the application 
were granted, remain part of ao extra-provincial 


pipe line. In reaching this decision, the Board 
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of Transport Commissioners considered, amongst other 
cases, Luscar Collieries Ltd. v McDonald (1,27) A.c. 
ge5,in woich 1t was held that a provincial railway, 
branching from a line wnich branched from the 
Canadian National Railway, both branches being 
operated by the Canadian National Railway under agree- 
ments, brought tae provincial railway within the 
exclusive jurisdiction of the Dominion Par liament 
under Paragraph (a) of Head 10 of Section 92 of 
the British North America Act of 1867. Head 10 (a) 
of Section 92 which enumerates certain classes of 
subjects excepted from those assigned exclusively 
to tne legislature of the provinces, is as follows: 
"10. Local Works and Undertakings other than 
such as are of the following classes: 
(a) Lines of Steam or other ships, Rail- 
ways, Canals, Telegraphs, and otner Works 
and Undertakings connecting the Proviace 
with any other or others of the Province, 
or extending beyond the Limits of the 
Province; " 

The Board of Transport Commissioners also 
held that the Language of Section 10 A of the Pipe 
Lines Act of Canada plainly and unequivocally 
orohibits Producers from operating the lines in 
question since it is a provincial company and not a 
Special Act Company. 

It is respectfully submitted that the law 
as it is does not exclude the exercise by a province 
of jurisdiction to permit a pipe line company operat- 
ing under the jurisdiction of that province from 


joining its pipe line with and delivering the oil 
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which it carries to, a pipe line system which is 
operated under the jurisdiction of the Federal 
Government. 

However, the division between Federal and 
Provincial spheres of jurisdiction over pipe lines, 
clear-cut though it may seem to be when each juris- 
diction is considered separately, in practice appears to 
possess & penu™>r2 of duplication and uncertainty 
vnichn is the cause of some difficulty to Producers 
and Westspur in attempting to plan for the future. 
This difficulty could be removed by an amendment to 
the existing legislation in order to define clearly 
the areas of jurisdiction to be exercised by the 
Federal and Provincial Authorities. 

The statutory provisions relating to the 
jurisdiction of Federal and Provincial Authorities 
are reviewed in Appendix Number 5, 

THE CHAIRMAN: Could we pause here for 
a moment? Mr. MacPherson, if this reasoning applied 
by the Board of Transport Commissioners in this 
particular application were applied, let us say, 
to take an example, on a gas trunk line originating 
here -- and while we are not going to draw any 
conclusions, let us use it as an example for dis- 
cussion, for a moment, while you are here -- take 
Trans-Canada's Gas Line: it gets Lato Ontario and 
you have take-offs from that line by a provincially 
incorporated company in Ontario. Does it not follow 
from that decision that the jurisdiction of the 
Board of Transport Commissioners, being once attached 


to Trans-Canada Pipe Lines, would go right straight 


through the pipeline that draws gas from Trans- 
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Canada for distribution in a locality in Northern 
Ontario? 
MR. MacPHERSON: We can see all sorts of 


difficulties with Trans-Canada. For instance, there 


may be difficulties in Alberta with the Alberta 
Trunk Line and all sorts:of problems, and that is 
why the division was made here. 

Having regard to the situation in Saskat- 
chewan, the Department of Mineral Resources had 
built up a very efficient Department and they were 
in touch with the local situation, and it seemed 
ridiculous, as we thought, to run to Ottawa in con- 
nection with every extension, although, following 
it to its logical conclusion, the decision of the 
Board of Transport Commissioners goes as far as I 
am afraid you have suggested. 

THE CHAIRMAN: Theo would it not go right 
through to the burner in the locality? 

MR. MacPHERSON: Yes, I think so. 

THE CHAIRMAN: And. following through, 
again, it would have jurisdiction over the tariffs 
being charged to the consumer of gas in a municipality? 

MR. MacPHERSON: I can see an absolute 
interference with the local authority, aad that 
is the extent .to wnicn the decision actually 
goes; and we say tnat would be most disruptive 
aad must be corrected aad should be corrected. 

THE CHAIRMAN: Well, it would bring us, 
in this country, straight into the same chaotic con- 
dition that they are in south of the line by reason 
of that very thing. 

MR. MacPHERSON: That's rignt; and we 


ra 


Bs: 
me 

oF 
’ 
(a 
woe iS 
ner eer 
SY 


bakes 
emer 
a< 
wee 


ES Oita 
Fe Soot 
S 
ts 
hes 
ae 


Raat : es 


Hae oy iD one oa ca 


“ 


Rieu ae a 


rei ie 
OE Marea ee are ee epee 
Sag {o> enor fia 
oi Weeds Pe "Sea er ee ae 
oe er" etel Shee san noe atyio ana iw 
5 ae Fe Uk A Ste Se 
StaRen onl vel 
Wea oes Shutea | sai a fear | 
i. Io theme sg9d srg BHO Me 
POON Me ee ee Che ee as 


+ 


3 be Temas Aged ay te Yrev. B qv ditud 


BNR oan! Te atti Sah H oi “ , a Doe Es ies te a 


Toes pe ees sie Te Se, 7 


3 gb i Ty { SoC} t oe iy} {1 . iW ci Sued at 


- Wars 
é A Sess eS nen ee ue mao ti wy ood atl 
SSE ce RING, GEO TE A eels AC Sine ae Sue ener ese ee ne 
. Aon, int Pe Clem eeosy, : al 
) 
<2 ooOdd . a  GHO LISS dese 
Rue uae pone Tas OG) F Seige Sat ataees fo Glatt 
PRE Soe NDS OM eee i d 
‘ > ot 
eh ERO ial tL ge 


2 
Eehcuel 
* ‘ t i 
* Se abs 
set 
i 8 Sie 4 
i 
r 
iS fe - TaN 
eA : am 
: ee i 
‘ VF ac oe 
7 
; ae 
= ’ W, "ey = Wore a . hy 
Bots OP eres ence wear re bis PR au eens 70 as re ‘ 
. f r : ‘ “4 ‘ j we ot fi ia 
: Be » a0. OTS SONG TS i" ot 
: H P ¢ on ge See * chet Reese et | 
SET AS Mie : ake oe iii * aap inst: 
. yj wee 
tA 
nes ; roe x 
My Sey ihe a) PES ie Ey: 
ot 
= - 2 gi ciat 
‘ eds 4 etn Wits, Est 
4 . 
p ‘4 ; aa a 
: 
‘ Sy Ror MG yeah | Ss 
j i] 
. " ’ t ARO 
4 % ea Ne Ms AN G9 F 
* . is) hy . eT 4 
Co OM cot asa tia Q ep br Scar a ui on 
’ v4 + ory 
. 4 j i , 3 ; 


a - s pat Bae ete 
See ry Be yepeny 


5 inlets eid’ 
i 


: Ae: 
i wa : a v Det 
Fic Maes UENO wet) 


ANGUS, STONEHOUSE & CO. LTD. 3462 
TORONTO, ONTARIO 


feel, for instance, that so far as oil is concerned, 
you are going to be carried rignt back to the well- 
head, and we want to have some control locally over 
the situation there, 

THE CHAIRMAN: You cannot differentiate 
the facts that I gave you from the Board of Trans- 
port Commissioners in this case? 

MR. M@acPHERSON: No. As a matter of fact, 

I can't, and that is the position we took before 

the Board of Transport Commissioners and, in fair- 
ness to the Department of Justice, I must say that 
Mr. Jacket did not seriously question the position 

we took but said to the Board of Transport Commis- 
sioners, "This is a question of fact for you to 
determine and I will leave it to you’, and the 

Board of Transport Commissioners then made the Order. 

Having been seized with the authority, 
they thought they had to continue with the authority, 
and I think the sigaificance of it is one that has 
alarmed provincial authorities. 

THE CHAIRMAN: Was there no appeal from 
that decision? Was there any reason why it would 
not have been appealed to the Supreme Court of 
Canada? 

MR. MacPHERSON: No, it might have been 
appealed; but there was the question of this Commis- 
sion being set up. at the same time and we felt, 
rather than to appeal and risk an adverse decision 
from the Supreme Court -- the Luscar case, of 
course, went quite a distance and it may mean that 


there will have to be an amendment to tne Pipe Line 


Act or other legislation, but they followed tne 
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Luscar case very closely and tne Luscar case, in 

the first instance, went’ quite a distance, although 
it has been modified since by otner cases. But, 

at tne same time,knowing that this Commission was 
set up to deal with these matters, we feit probably 
we would bring it nere and indicate what the problem 
was and how the probiem affected us. and to indicate 
that we felt we were oresenting a situation that 

may be common to all other provinces. I am sure’ the 
Province of Alberta in particular would be in line 
with our view, and the Provinces of Ontario and 
Manitoba -- ail tne provinces. 

We felt, rather than risk an appeal at 
the time, under the circumstances, it would be a 
matter of only making our position much more diffi- 
cult to appeal and lose, so we felt that we should 
set the matter frankly before this Commission and 
indicate what the situation was so that the appro- 
priate amendment might be made. 

THE CHAIRMAN: Toank you. 

MR. HARVIE: FINANCIAL STRUCTURE 
(a) WESTSPUR PIPE LINE COMPANY: 

It was estimated that $6,400,000 was 
required for the construction of Westspur's system 
(including provisioa for working capital). This 
sum was raised by the sale of $4,800,000 of First 
Mortgage Bonds and by the sale at $10.00 of 
160,004 shares to producing oil companies. Later 
4,800 shares were sold at $12.50 to another produc ing 
oil company which wisned to participate. After the 
parent compaay was formed further capital was ob- 


tained part.y from earnings retained and partly 
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from loans made by the parent company. Figures 
showlag tne capital structure of Westspur as at 
December 31, 1957 are given in Appendix Number 6 
together with lists of shareholders as at December 
31, 1556 and December 31, 1957. 
(b) PRODUCERS PIPELINES LTD.: 

On Marcn 6, 1957, Producers acquired 
164,772 of the 164,804 outstanding shares of West- 
spur in exchange for shares of Froducers issued at 
par. An offering at $10.00 of 16,443 common shares 
and 180,874 preference shares was made to the 
hareholders for casn. The sale of snares provided 
pl1,973,170; bank loans provided the balance of the 
funds required. 

Figures showing tne capital structure of 
Producers as at December 31, 1957, are snown in 
Appendix #7 together with a list of snareholders 
as at December 31, 1:57. 


(Note: The Officers and Directors of tne two 
companies are listed in Appendix #4). 


We now come to the Appendix. I wonder 
if you would care to have me read the Appendix. 
MR. MacPHSRSON: The tariffs are next, 
if you want some discussion of that, Mr. Chairman. 
The actual tariffs that nave been published and are 
in force are next. 
THE CHAIRMAN: I do not think, Mr. Mac- 
Pherson, that we need to discuss the tarifts. £ novice 
that, by and large, the capital structure is about 
on a 65-70% funded debt basis, is taat right? 


MR. HARVIE: Yes. We keep it at 75% aad 


| 254; that is the figure we snoot at. 


oo wre 
o AN ot 
Be se 
aries 


ee Ais ay : sialic - alk 
Es oe) om swan is ‘ame 
5 ee ree 


3 ,pediiult, satinaga an ad arene 


Pe ete 


5 i Rate ae + 
° \ F ur ~ gro 
i Pears arts A! : what ci 
29%83 & 
oh eels 
: Sa cA iY 
. 
as = & ; eet 
# a # twee 
a Rees E 


aN ot nal : 


re ty 


as salis%e oe oe 
4 ee case Bil gece, ¥ Mat os (ae Oe a 

shah @Sh oer ete se onere'i 20% v8, OBL Le 

ea gh ees Ee es 


te of¢en ont 1689 or exeblodared ; 
Pe ae ae ee. Se 
tyorg anand ane Ord ETC, ty | 


i beptuen abon'l| 


. ri J ne 
782 209 aolwodse)ee sual ly 
f ase Rene Oh Bs Ve RE OMEN ih Sk 
i 
1 Soe. sales [ “edmeseat, hea a8 ats 2D07F, 
ato eal Re peek) an ath RUM repose 2 


ii zg vd ba reddeges vk axtbnagga | 
3 6 pecs Re ih he a 

’ j fe. sedm9o9q 38 es) 
as Peta sl ‘ aie " i s ee 
Se PEN ee Ly a) ee ye a ‘ny | 
iO, Bivvy ot Sete - baa Bes 40 5? 16 ‘agit. vt 
fe A nt Bevery oTs peinagmes | 
1 See ty 4 | 
neqgA eds OF Smos won at i 


a cre 
See) Bees 


fl. DRS Ss gm a 60 at § o80 bivew N04 eS ! 


itis? say MOEN oat Fit 
ee Tae es Catan meme 11! Per AL ioc ob Girl ae 
M u 

aad Té notseuoath anos, sob yoe, af) 
iF he i yeh per Sy es Pe ee Mi a re ce De oe 
iowy sod sven tard eritsdd, {sytos sit} 

mises Pes eae 

jOQ 9 B, f 


oid SeNOb: th oF tsan “sd add 


ceed ek atead tdob >bnw’, ROY- 
Evie Oy RT og a aia wie 
t gees! s¥ . 


Tia cece a sat af a 
tA J00eie Si: enue! ole : 


S 
i 


. ho Ve Ya y 7 oo, 


) c 
ANGUS, STONEHOUSE & CO. LTD. 3465 
TORONTO, ONTARIO 


THE CHAIRMAN: Westspur has nardly reached 
that. ji 

MR. HARVIE: No, not at this point. 

THE CHAIRMAN: That is about the pattera 
you aim at? 

MR. HARVIE: That is correct. 

THE CHAIRMAN: And you said, at one point, 
that the life of the line was only equal to the 
life of the field, and I can understand that, but 
what depreciation rate do you use? 

MR. HARVIE: For income tax purposes, 
6%, diminishing balance. 

THE CHAIRMAN: So you get it fully depre- 
ciated in roughly now many years, on that basis? 

MR. HARVIE: It is down to about 40 years, 
13020 T10t? 

MR. RICHARDS: For income tax purposes 
on the diminishiag basis, we could run over 50 
years and still not have it depreciated. 

THE CHAIRMAN: Tnat mignt be advantageous 
and iG might not. It is hard to say. 

MR. HARVIE: Appendix 2 is just the map of 
tne pipeline system. 

Appendix 3 is the summary of pipe installed 
and the table, I think, is self-explanatory. 

Appeadix 4 deals ia a littie more detail 
with the corporate structure aid powers of tae two 
companies. Would you care to nave me read tnat? 

THE CHAIRMAN: No, thank you. 

MR. HARVIE: Appendix 5 deals with the 


problem of federal jurisdictioa and quotes from the 
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Mak. MacPHERSON:, Do you wish that read, 
Mr. Chairman? 

THE CHAIRMAN: No, I taink the Commission 
nas got to do its own nomework, Mr. MacPherson. That 
168 UO) tO ust 

MR. MacPHERSON: This is just some of the 
nomework we thought we would like to nave you have. 

MR. HARVIE: Appendix 6 is the Westspur 
capita. structure as at December 31, 1457 and, on 
page 2 of that Appendix,a list of snareholders. 

MR. COMMISSIONER LADNER: Toe short term 
Poans:> are those from banks? 

MR. HARVIE: That is from the parent company. 

As I say, Appendix 6 continues with a list 
of snarehoiders, Westspur Pipe Line Company and, 
as at December 31, 1957, Producers Pipelines owned 
all except the directors! qualifying shares. 

Appendix 7 is the capital structure of 
Producers Pipelines Ltd. as of December 31, 1957, 
page 2 being a list of the shareholders as of 
December 31, 1957. 

That completes the submission. 

MR. MacPHERSON: As a matter of informa- 
tion, it might be stated, Mr. Chairman, that woen 
these applications were made to the Board of 
Transport Commissioners in tne Fali of 1955, there 
were 250 wells being served in the area and today 
there are over 1,000, so as between the late Fall 
of 1955 and the present tne aumber of producing 
wells has increased from 250 to over 1,000 in tae 


areas being served, all of woich, from a jurisdictional 
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poiat of view, indicates the difficulty ian the 
matter of gatnering lines as is arising, and we 
nope and trust the Commission will find this is 
the reasonable attitude that we have taken as, in 
fact, supporting tne same position which the Province 
took through Mr. Brockelbank, 

THE CHAIRMAN: Yes, it is the same. 


We snall have a ten-minute break. 
---A short recess. 


THE CHAIRMAN: Gentlemen, tne Commission 
will resume its hearing. 

Mr. MacPherson, have you givea any thougot 
as to how the existing legislation should be amended 
to rectify this jurisdictional problem or to cause 
it to cease being a problem? 

MR. MacPHERSON: Yes, I tnink that pro- 
bably it would be by an amendment to the Dominion 
Pipe Lines Act. I am not in a position to say to 
you that I would want to draft the amendment at 
the moment, but I think it should probably be in 
the Pipe Lines Act, to make it clear tnet the 
Dominion is not -- it was understaadable, in the 
first place, that when the first Order was made, 
there was nothing in that area but oil wells, no 
branchlines, and I caa understand it then, that 
there should be an Order providing for the trunk 
line and such trunk lines as were necessary, because 
when an applicant made an application they had to 
file plans showing what taey proposed to do. 

But the time nas come, I think, wnen 


the Province has set up a competent authority to 
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deal wito it and certainly the trunk line, I think 
it is admitted, is tne function of the Dominioa, 

not the branch lines or spur:. lines that are wholly 
within the province and simply serve in that connec- 
tion, and it makes it not only embarrassing but al- 
most impossible for an operator to have to carry on 
in a rapidly developing field if you have to run 

to Ottawa all the time in connection with extensions 
and so On. 

I think it would be by way of an amendment 
to the Dominion Pipe LinesAct. We nave not tried to 
spell out the solution more clearly than that, but 
if it would help, we would be glad to suggest any- 
thing that we might to the Commission. 

THE CHAIRMAN: I think it would be help- 
ful, because I can see considerable difficulty and 
what bothers me is how would you define a pranch line 
or gathering line and how would you prevent an inter- 
provincial line, a clear case of a trunk line, avoid- 
ing Dominion jurisdiction by incorporating a branch 
line within the Province and saying, "This is 
provincial". 

MR. MacPHERSON: Well, it is going to take 
some careful draftsmanship, I agree, but we feel 
the situation is one that needs correcting in the 
worst pcesible way and, if we can assist, we would 
file with the Commission... 

MR. COMMISSIONER LADNER: Are the lines of 
demarcation indicated in the Luscar case? 


MR. MacPHERSON: Well, the Luscar case 


goes off on another point completely. 


MR. COMMISSIONER LADNER: I nave not read 
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MR. MacPHERSON: Yes, it is a decision 
having to do with railways, and it was the decision 
that the Board of Transport Commissioners chose to 
follow, a decision of quite a few years ago when 
conditions were quite different to what they are 
now. We think that, probably, to clear the situa- 
tion up, there should be appropriate Federal amend- 
meats to the legislation, and we will try to draft 
something, if the Commission so wishes. 

THE CHAIRMAN: Very good. Thank you. 

Mr. Patterson, have you anything? 

MR. PATTERSON: No, thank you, Mr. Chairman. 

THE CHAIRMAN: Well, thank you very, very 
much, Mr. MacPherson, Mr. Harvie and your colleagues, 
for giving us this brief, which has emphasized a 
point that had already been raised with the 
Commission. We appreciate your helpfulness. 

MR. MacPHERSON: We thank the Commission 
for having listenedto us and we want you to feel, 
as we feel, that there is a real problem iavolved 
here that concerns, in a very real way, the develop- 
ment of the resources of the country. 

THE CHAIRMAN: Thank you very mucao, Mr. 


MacPherson. 
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Submission of 


CONSOLIDATED MINING AND SMELTING 
COMPANY OF CANADA LIMITED 


APPEARANCES : 


Mr. Cecii Frere - General Counse! for 
Consolidated Mining 
and Smelting Company 
of Canada Limited 

Mr. KR. G. Anderson - President and General 
Manager of the West 
Kootenay Power and 
Lignt Company Limited 

Mr. W. Wadesona - Hydrologist, 

West Kootenay Power and 
Ligat Company Limited 


THE CHAIRMAN: Mr. Patterson? 

MR. PATTERSON: Mr. Chairman, the next 
submissioa is to be made by the Consolidated 
Miniag aad Smelting Company of Canada Limited. 

I ask that the submission be marked as Exnibit 
R-17-2. 
-~--EXHIBIT NO. R-17-2: Submissioa of tne Consolidated 
—_——OO (ining and ote lt tag Conuen? 
of Canada Limited. 

MR. PATTERSON: I would ask Mr. Frere to 
introduce himself aad his colleagues to the Commission 
before commenciag to read. 

MR. FRERE: Mr. Chairmar, my aame is 
Cecil Frere. I am General Solicitor for the Consolidated 
Mining and Smeitiag Compaay of Canada Limited aad, 
associated witn me in tae oresentation of our 


submission, is Mr. R.G.- Anderson, President aad 
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General Manager of the West Kootenay Power aad Light 
Company Limited and Mr. We Wadeson, a Hydrologist of 
tne same company, 

I may explain that the West Kootenay Power 
and Light Company Limited operates the five power 
plants of the Consolidated Mining and Smeltiag 
Company of Canada Limited as its agent. 

Should I preceed with the submission? 

THE CHAIRMAN: Yes, thank you, Mr. Frere. 

MR. FRERE: I may say, Mr. Cnairman, that 
following the presentation of our submission we nave 
some maps and graphs which we think would be of 
interest to the Commission and they, withcyour per- 
mission, will be explained by Mr. Anderson and Mr. 
Wadeson. 


THE CHAIRMAN: Thank you. 
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MR. FRERE: Facts regarding the Operations 
of the Company related to the Production and Con- 
sumption of Energy Resources 

The Consolidated Mining and Smelting Company 
of Canada Limited is a corporation incorporated un- 
der the Companies Act of Canada. The Company 
owns Or holds aa interest in various mining 
properties in New Brunswick, Ontario, Quebec, Saskat- 
chewan, Northwest Territories and British Columbia, 
and is actively engaged in exploration for miniaz 
properties throughout Canada. Tne Company aiso owns 
chemical and fertilizer plants at Calgary, Albertaand 
at Kimberley and Trail, British Columbia, aad a non- 
ferrous smelter and refineries at Trail. 

During the year 1356, the Company produced 


the following quantities of products: 


Lead 149,262 tons 
Zine 1337044 °Ttone 
Silver 11,583,530 ozs. 
Cadmium 884 tons 
Bismuth 78 tons 
Gold 97,428 ozs. 
‘ikaice 328 tons 
Aatimony 1,131 tons 


Chemical Fertilizer (solid) 6 On ane 
Chemical Fertilizer (liguia) Sd°hud #oa8 


Its total sales grossed $135,732,47)3. The 
Company incurred income and provincial mining taxes 
for that year amounting to $15,873,000 and paid real 
and personal property taxes in British Columb%a alone 
in the year 1956 amounting to nearly $1,500,000. 
About 30% of the Company's sales of 
metals are made in the United States, and nearly 
40% in otner export areas. Also, about 60% of its 
fertilizer products are marketed in the United 
States, and about 25% are exported elsewhere. 


The Company owns four power plants on the 
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Q *Orellie Aiver, in British Columbia. & subsidiary. 
the West Kootenay Power and Light Company, Limited, 
also operates a plant on the Kootenay River for the 
sale of electric power to the public. “The total 
generator capacity of these plants is as follows: 


Kooteaay River 


Corra Lina 46,000 KW 
Upper Bonnington 58,000 Kw 
Lower Bonnington 41,000 Kw 
(owned by West Kootenay) 

South Slocan 53,000 KW 
Brilliant 90,000 Kw 


Pend-d' Oreille River 


Waneta 180,000 Kw 
(ultimate 360,000 kw) 


Kootenay River and one power plant on the Pend- 
The Company also has a power site on the 
Pend-d'Oreille River, known as the ‘Sevea-Mile" 


site, which has aot yet been developed, but it is 


potential output of the site is 360,000 Kw. 

Storage water for the regulation of tne 
power olants on the Kootenay River is maintained 
in Kootenay Lake, in British Columbia, from August 
to April, after the high water of the spring and 
early summer. Because the level of the Kootenay 
River in the United States may thereby be maintained 
at a slightly higher elevation than normal, an order 
of approval had to be obtained from the International 
Joint Commission in 1938, which Order is still in 
effect. The Waneta plant on the Pead-d'Oreille 
River, is a run-of-the-river plant, whose water 
supply varies witn storage regulation upstream 
in the United States. 


at oresent under engineering iavestigation. The 
The Company produces aad consumes 
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annually more than two billion kilowatt hours of 
electrical energy in the operation of its mines 
at Kimberley, Bluebell and Salmo, of its smelter 
and refineries at Trail, and of its chemical fer- 
tilizer plants at Kimberley and Trail. This 
consumption of electrical energy is practically 
the same as the quantity consumed in the greater 
Vancouver area. Otner fuels consumed in the Company's 
plants at Trail and Kimberley exceed 150,000 tons of 
coal, 100,000 tons of coke, and 2,000,000 gailons 
OF 106! oll annually. 

The Company also consumes annually, at 
its chemical fertilizer plant at Calgary, as a raw 
material, over four billion cubic feet of natural 
Sas. 
Submissions 

Tne Company suomits that the Royal Com- 
Mission on Energy should reccomend: 

Ll. That the Exportatioa of Power and 
Fluids and Importation of Gas Act be amended by 
clarifying the definition of ‘export in Section 2 
of the Act, so that it does not include the inter- 
change of power, that is, the receipt andreturn of 
power reciprocally with no monetary payment involved, 
between a power system in Canada and a power system 
in the United States. 

2, That, in proper instances and with 
adequate contractual arrangements for the protec- 
tion of Canadian interests, tne export of power be 


permitted. 
3. Tnat the duty imposed on electric 


power exoorted from Canada be withdrawn, since no 
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| 
export duties are imposed on coal, oil or natural gas. 
He Thats even assuming it would be within 
the jurisdiction of a national energy board to ad- 
minister certain aspects of energy policy, such a 
board should act in an advisory capacity only and 
Should not exert any influence or authority that 
would in any way detract from the rights of Provin- 
cial Governments to deal with Provincial natural re- 
Sources and that the International River Improve- 
ments Act should not be administered in such manner 
as to detract from those richts. 
| Statement in Support of Submissions 
; Submission No. 1 
| The word "power" is used in this submission 
in its non-technical sense, and where the context 
requires means or includes energy. 

In support of the first submission, that 
the definition of "export" in Section 2 of the Ex- 
portation of Power and Fluids and Importation of 
Gas Act be clarified so as not to include the inter- 
change of power between power systems in Canada and 
the United States, the Company offers the followlnog 
explanation regarding the operation of its power 
system in British Columbia (which system, for the 
purposes of this submission, includes the power plant 
of tne West Kootenay Power and Light Company, Limited): 

The Pead-d'Oreille River on which Cominco's 
Waneta plant is situated has an average annual 
flow of about 18,000,000 acre feet at the 
International Boundary near Nelway, British 
Columbia, where it enters Canada. 


THE CHAIRMAN: What do you mean by acres 
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of water? 

MR. FRERE: The volume of water contained 
in an area one foot deep, for storage. It is a 
figure used as a storage figure and it also can 
be.converted into cubic feet per second; 18 million 
cubic feet is tne flow for 365 days a year which 
would be sometoing in the order of 24,000 cubic 
feet per second daily. 

MR, PATTERSON: Mr. Frere, would this be a 
convenient time, when you are reading, to have 
someone show on the map where this Pend-d'Oreille 
River and the otner places lie or, did you propose 
to do that as a review? Possibly Mr. Anderson could 
point out where the Pend-d'Oreille River lies and 
tne Kootenay River? 

THE CHAIRMAN: IT think it would be better 


to do it at this time. 
---(Mr. Anderson explains mao.) 


THE CHAIRMAN: That 15-mile stretch of the 
Pend-d'Oreille River is in Canada. 

MR. ANDERSON: Yes, it is in Canada. 
From that point it falls more than 400' in 
15 miies before joining the Columbia River 
at Waneta, B.C. The river in Canada is 
confined to a steep-walled, narrow, rock 
canyon, which precludes the construction of 
reservoirs for regulating the wide variations 
in seasonal fiow. Toe daily discharge at the 
International Boundary has varied, historically, 
from a low of 2,500 cfs. toa maximum of 


171,300 cfs., a ratio of approximately 1 to 70, 
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and uniform power production from the Waneta 
plant is impossible without a large measure 
of upstream regulation. In recent years, the 
Federal Government of the United States and 

a private utility company have constructed 
three reservoirs upstream in the United States 
on the Pend-d'Oreille River or its tributaries, 
with a total capacity of more than 5,000,000 
acre feet. This storage in the United States 
improved winter flow conditions on the Pend- 
d'Oreille River in Canada to the point where 
the Company found it economical to begin 
develooment of the stream with the 210! h-3d 
plant at Waneta, B.C. A power plant was 
constructed in 1952, with settings for four 


generators, two of which have been installed 


the Pend-d'Oreille River is controlled 
entirely by U.S. interests for the benefit of 
the Northwest Power Pool. The Northwest 
Power Pool comprises the Bonneville Power 
Administration, which is a United States 
Federal Agency, and most of the power companies 
in the aorth-western area of the United States, 
known as the racific North-west. During the 
U.S. storage release season, regulated daily 
flows at the Waneta Plant have been as low as 
4,000 cfs. and can be expected to con- 
tinue to vary within a range of 4,000 cfs. 
to 36,000 cfs. Each of the two generating units 
tostalled at Waneta required 6,000 cfs. of 
water for maximum output and the two addi- 


and are in operation. At present the flow in 
tional units proposed for future installatioa 
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would have a similar hydraulic capacity. With 
the present installation at Waneta, it takes 
12,000 cfs. for maximum output, and during short 
perilods when the Pend-d'Oreille River flows are 
restricted below that amount, the Company uses: 
Surplus capacity available at its plants on the 
Kootenay River, to compensatefor the deficiency 
at Waneta. However, it requires the entire 
Surplus presently available from the Kootenay 
River plants to compensate for otcasional low 
output from the first two units at Waneta, and 
if the third and fourtn units were installed, an 
outside source of supplementary energy would be 
necessary in order to produce a uniform, market- 
able power supply. A source of supplementary 
energy is also requisite for tne development 
af the potential 360,000 KW from the remaining 
200! of head at the Seven-Mile site on tne Pend- 


d'Oreille River. 
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Extensive studies were made by the Company, 
from which it was concluded that the only practicable 
source of that supplementary energy would be the 
Northwest Power Pool. Essentially, the reason for 
this conclusion is that the normal operation of the 
Power Pool is to conserve the flows in tributary 
streams, such as the Pend-d'Oreille, at such times 
as there is a surplus of power available from the 
plants on the main stem of the Columbia River and, 
conversely, when the main stem flows are deficient, 
tributary storage is released to meet the power de- 
mand by increasing production at both che tributary 
and the main stem plants. It follows logically that 
the periods of low output on the Canadian section 
of the Pend-d'Oreille River coincide with surplus 


generation at U.S. plants on the main stem of the 


Canadian plant to borrow energy at that period of 
low output. Similarly, when the situation is rever- 
sed, and the main-stem U.S. planvs have an energy 
deficiency, a Canadian plant on the tributary would 
be in a surplus position by reason of the storage 
releases, and would thus be able to repay the bor- 
rowed energy. Until the physical faclities and en- 
abling legislation are provided to permit this 
international interchange of surplus energy, LU 48 
uneconomic for the Company to instal the two addi- 
tional generators at Waneta or to proceed with the 
development of the Seven-Mile site. Thus, one of 
the most important hydro-electric resources of 
Southern British Columbia lies undeveloped for lack 


of clarification of the national policy regarding 


Columbia River, which would make it possible for a 
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international interchange of energy. 

The Company was informed in November, 1956 
that the Department of Trade and Commerce of Canada 
interprets the Exportation of Power and Fluids and 
Importation of Gas Act as requiring a licence for 
interchange of power, just as though the export of 
power were involved. On the basis of this interpre- 
tation, the Company would not only have to obtain 
a licence to,.construct. the facilities required in 
Canada for interconnection of its power system with 
that of the Northwest Power Pool, but would also have 
to obtain an annual licence to export power, and any 
agreement for interchange of power would be depen- 
dent upon the renewal of the export licence. The 
interchange must necessarily be permitted for a long 
term of years to allow for the amortization of the 
Gost. OF CONSTrUCT ION. Neither the Company nor any 
member of the Northwest Power Pool should be expec- 
ted to risk the substantial capital expenditure in- 
volved on the basis of an annual renewal of a 
licence for interchange, when such annual renewal 
48 indefinite and at the option of the Federal 
Government. 

The Company submits, therefore, that TO 
meet a situation such as exists in the operation 
of its hydro-electric system, the Royal Commission 
on Energy should recommend that the definition of 
"export" in Section 2 of the Exportation of Power 
and Fluids and Importation of Gas. Act De clarificd 
So as not to include the interchange of power, or 
in the alternative, if a licence for tHe sinter = 


change of power is required, that the regulations 
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permit the granting of a licence for a period suffi- 
client to amortize the capital costs of construction. 

THE CHAIRMAN: May I stop you there for 
@ moment? Do you really mean what you say when you 
speak of clarification of the National Policy regard- 
ing the international interchange of energy? You 
are really seeking a change in the regulation, are 
VOU TOG ? 

MA. FREER: it, could be clenificaricn, ir. 
We think to the extent that the Exportation of Power 
and Fluids and Importation of Gas Act at the present 
time defines export in a certain way there may be 4 
legal question as to whether or not export, as such, 
does really include interchange. To that extent we 
ehoughne it was clarification. I agree with you what 
we really are asking for is an amendment to the Act. 

THE CHAIRMAN: The power goes over the 
border. You 6xport and you import. 

MR. FRERE: There is where the legal point 
comes in. It certainly goes oun, of the counrry, 
but not with the idea it will stay out of the country. 

THE CHAIRMAN: Do you get that same power 
back? 

MR. FRERE: Not the same power. It is 
very similar to the situation where you may drive 
an automobile across the border, not with the idea 
you are exporting it into the United States because 
you are going to drive it back again. It is a fine 
ge lercnce. 

THE CHAIRMAN: Yes. You have to bring 


the same automobile back with the same tire numbers 
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MR. ANDERSON: We do anticipate this 
interchange would be balanced off annually at the 
endrtol the years. The net "position -woukd the zenro. 

THE CHAIRMAN: Yes, you would bring back 
the same kilowatt hours that you sent out. 

MR. COMMISSIONER HARDY: Do you think it 
is completely practical to suggest you could always 
Dabarmee othat off? 

MR, ANDERSON: Yes, I think between the 
operating Companies you could balance it off. Some- 
one might not want it back. You would have to balance 
ite back . 

MR. COMMISSIONER HARDY: Could you not get 
into some difficulty if crov ieotrout cl balance elt 
would not be practical to ever get it back. You 
find yourself in a situation where you have exported 
power and it is not practical to get it back. That 
has happened internally in Alberta on an exchange of 
power. 

MR. ANDERSON: Our position is subject to 
a fluctuating flow within the control of the Americans. 
I think the only reason we wish to borrow energy is 
to fill in the gap, as I can show you later. We 
would returnv it. 

MR. COMMISSIONER LADNER: In that area 
there are no other Companies involved excepting yours? 

MR. ANDERSON: No. 

MR. COMMISSIONER LADNER: Does not the 
British Columbia Electric or British Columbia Power 
Commission develop their own on the Coast, exchange 


electricity? 


MR. ANDERSON: They are doing that now. 
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I don't know to what extent. Their records are not 
available publicly. They have an interconnection 
with the Northwest Power Pool. I think it is quite 
correct they have been interchanging and also buying 
some energy. 

MR, COMMISSIONER LADNER: You referred to 
regulations in the United States and the flow of 
water on the Pend-d'Oreille. Does that adversely 
affect the Waneta operation? 

MR, ANDERSON: Yes. 

MR, COMMISSIONER LADNER: In what way? I 
would be interested in that. 

MR, ANDERSON: The regulation of flow. 

MR. COMMISSIONER LADNER: Of the flow of 
water? 

MR. ANDERSON: Yes. I could show that in 
another chart a little later. 

MR. COMMISSIONER LADNER: The particulars 
don't matter. The fact is, it is regulated and it 
is regulated in the interests of the operators to 
the south of the United States, and in the course of 
that operation adversely affects your operation? 

MR, ANDERSON: Yes. 

MR. WADESON: Perhaps we should mnekude 
the fact we are adversely affected during the’ early 
part of the season. We are beneficially affected 
later on in the season, 50 there is no gain. 

MR. COMMISSIONER LADNER: If there were 
co-operative control, is it possible interests on 
poth sides could benefit? 

MR. WADESON: Yes, definitely. 


MR. COMMISSIONER HOWLAND: Do  youssee a 
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net gain over the whole thing? 

MR. WADESON: Yes. 

MR. ANDERSON: If we have a gap in there 
where the flows are restricted, we have a period in 
which we have no firm power. 

THE CHAIRMAN: You have an energy gain only. 
In what way does this situation compare with the situ- 
ation at Niagara? Perhaps Dr.Hearn would explain 
the situation at Niagara. 

DR. HEARN: Mr. Chairman, the situation at 
Niagara Falls, which has existed some 30-odd years, 
| they get an annual licence from Ottawa to export sur- 
plus power and they pay the tax. There is no guaran- 
tee of a return back from the other side. We do buy 
it occasionally because there is a mutual agreement 
if there is an emergency, that they will give us as 
muchsas they can. Tha has occurredvinacertain 
cases. 

Recently, about seven years ago, there was 
another interconnection made between the Ontario 
Hydro .and Detroit Edison, -and that interconnection 
is purely at will. There is no firm contract sor spli- 
gation to deliver power either way on a firm con- 
tract.» Lf. therevis a surplus on oun siderandeene, 
wishto. take sit, it is given costhen om amgicumss 
notice. It is an operating problem that does not 
have to go up to the high management to get approval. 

That interchange is controlled exactly 
the same as Niagara from Ottawa, an annual permit. 

On the American side the Detroit Edison, in order 
for them to export, not coming under the Federal 


Power Commission, they had to get an Act of Congress, 
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which took them five years. It was about two days 
Poveevvaspermaitese from Ottawa. 

That: has snot.existed in Niagara Falls... They 
are under Federal Power jurisdiction: They had no 
objection to giving that. In that case Ontario pays 
for the power and pays the tax and they bring it 
the other way. When we bring it the other way we 
pay for it, and when we send to the United States 
they pay for itu» There is,no ,effort Go balanee out 
one way or the other. It is just a question of 
it is surplus. The other man wants it and he takes 
Lt. 

In the case of an emergency it is a differ- 
ent set-up with delivery at Niagara Falls. When 
they lost the Hydro plants inside of two hours that 
power was replaced and that has peen furnished to 
them ever since. That permit was obtained through 
Ottawa because after two months it was considered 
the emergency was over and the continuation of that 
supply of power to the Niagara-Mohawk did not come 
under the original agreement. We had 60: .£0,.t0 
Ottawa to get permission to do ite, Ph cdeaeteT. 
but nevertheless it is above the contract. —We had 
no trouble getting the permit from Ottawa and they 
had no trouble getting the permit from the Federal 
Power Commission to receive it. 

THE CHAIRMAN: May I ask a question? 

Would there not have been considerable expenditure 
on the capital equipment to allow this interchange 
of power, even though only in emergency, and even 


though only on an annual basis? 


DR. HEARN: I don't remember the figure 
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at Niagara Falls. I could give you the figures at 
Windsor and Detroit, their expenditures in order to 
interconnect the system and run toem parallel in- 
voived somewhere around a million and a nalf to 

two million on eitner side. That was made by both 
parties without having any more assurance of a long- 
term contract other tnan a yearly permit we get 

from Ottawa. 

We have never found we nave had any trouble 
if Ottawa felt there was not an emergency in Canada 
wnere tnat power could nave been used. For instance, 
a year ago or two years ago tnere was a shortage down 
ila Quebec shortly after tne time this accident occur- 
red at Niagara Falls, and somebody objected to this 
power going across Niagara Falls sayiag it~saould 
have gone to Quebec to nelp out the Canadian side. 

It was investigated and the point was that when it 
was finally analysed what they were using at 
Niagara Falls could aot be used in Quebec. We aave 
never nad aay difficulty in working out problems. 
Toe Niagara traasfer has been in existence now for 
25 to 30 years. Started, I toink, in the latter 


part of the 20's when there was a surplus. 
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THE CHAIRMAN: It seems to me, in this 
situation, Mr. Frere, you are suggesting an inter- 
change of power where you build a plant on this side 
of the boundary and then the industry is built and 
expanded around that plant, or due to that, the 
same thing will happensouth of the border, no 
matter how friendly you can switch to control of a 
foreign jurisdiction. Supposing the demand in the 
Pacific Northwest area for power increases, are they 
still going to allow that power to come back? 

MR. FRERE: I think that would be a matter 
of contract, in the first place. 

THE CHAIRMAN: And suppose it is broken, 
what do you do? 

MR. FRERE: You just cut them orf, as @ar 
as your supply is concerned. At that stage you might 
use the benefit of interchange, that is, on the ex- 
port of power. The interchange of power is beneficial 
on both sides and I cannot visualize a case where they 
would want to stop the interchange of power any more 
than we would. In the export of power there are two 
factors; one, there is no reason why they should aot 
live up to their contractual arrangements; in the 
second place, the amount of power we would be ex- 
porting would be insignificant with the to&al amount 
of power generated in the United States. The situation, 
to that extent, is different to the Detroit-Niagara 


situation. Mr. Anderson has those figures. 
---(Mr. Anderson explains map). 


MR. ANDERSON: Our position on the “i 


Pend-d'Orielle is as to what the storage is on the 


Americano side. we get periods in 
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ANGUS, STONEHOUSE & CO. LTD. 3488 
here when the flow varies and we have it down to 
4000 cubic feet per second varying up to 36,000 2n 
the winter when you want more water so that we are 
in a position of having periods of time when we 
would be without foreign power. We had two genera- 
tors put in. We are all right with the two genera- 
tors presently put in but when we go to the third 
and fourth units, we have such variations in flow, 
about 12,000 feet per second, we could not put those 
generators in there unless we have some arrangement 
with the States to borrow power from the States; we 
would be without power and it would be uneconomic 
for us to put those units in. We are depending on 
flow from another country as to whether we can iron 
that out to suit our firm load and make installation 
or lose a Canadian resource because of the flow situa- 
tion. 

DR. HEARN: There is a limit to the 
amount that can be exported; that is limited on 
the American side to 10% of their capacity. I 
realize, Mr. Chairman, there is this difference; 
Detroit has a system that is entirely steep and 
Niagara has a system that is 75% steep. There is 
a difference here interconnected with the two pipe- 
line systems. I do not think there is anything on 
the other line, such as Montana. 

THE CHAIRMAN: On the other hand, Lda So 
policy of interchange of power were developed and 
permitted it might establish a precedent, it would 
establish a precedent across the country. .vimevery 
situation there might be a time when Canada might 


want that within its own jurisdiction; conditions 


change. 
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MR. ANDERSON: In operating the plant 
we would not have control over the release and 
flow and never would have. 

THE CHAIRMAN: Is the reverse situation 
true that we have control of Storage in Canada? 

MR. ANDERSON: We have control of storage 
in Kootenay Lake and the same at Pend-d'Orielle 
and we cannot object the other way. This map 
shows the 1957 daily on the Pend-d'Orielle. We 
have two units installed each requiring 6000 
Cubie feet or at that point 12,000 cubie feet per 
second. We are all right in January, February and 
March but around September, there is a period in 
there when the flow is restricted to 3,500, 4,000, 
which is not enough to operate one unit but having 
our own storage on Kootenay Lake and Kootenay River 
we can throw that in. When we come to install the 
third and fourth unit, you see how the picture 
changes. We have no control and there is no con- 
trol over.those foreign units. What we can do is 
to have this interchange and borrow power bdecause 
at that stage when they are restricting their flow, 
they have a storage energy which we can borrow and 
at the period when we can release the flow we would 
return it because we would have enough capacity to 
return it. What we want to do is fill in these 
holes otherwise we cannot install these units and 
would lose the Canadian resource. The same applies 
to Pend-d'Orielle because we would only have part 
of the capacity; you can only use Kootenay Lake 
once for this kind of operation so that is even 


more essential. So, we have three-quarters of a 
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million horsepower that cannot be developed unless 


itv can be arranged with some interchange arrange- 


ments. 


MR. COMMISSIONER LADNER: May I inquire -- 
on page 8 you say: "Thus, one of the most important 
hydro-electric resources of Southern British Columbia 
lies) undeveloped for lack of clarification of the 
national policy regarding international interchange 
of energy. One of your proposals 1s °anvamendment 
to the Exportation and Importation of Power Act 
and if the amendment you suggest there were put 
through, would you be in a position to proceed 
with the other two units or would you be disposed 
Pome 50.2 

MR. ANDERSON: Our load is growing; we 
expect, by our gross load curve now, to have to 
install a third unit probably in 1961, 1962. It 
takes all of two years to order and install a unit 
of that size and we must carry on some negotiations 
with the Americans to borrow some energy or arrange 
for some energy and there is an expenditure of some 
$5 1/2 million involved for the interconnecting 
facilities and each generator, the third and fourth 
units, would cost in the order of $4 1/2 million 
apiece, so you have $9 million invested there with- 
out some insurance, some perpetuity or some methods 
of firming up these units. We could not do it on 
a year to year vasis without knowing where we are 
at. 

MR. COMMISSIONER LADNER: Your procedure 
would be, you suggested 4 moment ago, to have it 
by contract with someone on the American side. Who 


would you contract with to make the interchange 


ave 


s 
5 


a oe Hate tbr. ep asantonay 
ea 
aval dS hyti men, coves “igagtyse. 
Ge ie es , 
7 ‘4 mages ‘ny 40 a0 a 
ay 7 ie 
eB ' at } ee i A hi a) rf we Co “ 
7 ‘ bi 4? se! 
Yo Letie ote seaee ‘edt. ay 
‘ arty Sige Siete 3 ee Tye 
3 ‘toe “OD od 
, ae i 
eR . Cee RCIA a) 
; iN cae a . 
att Bia f 
3 ~eOl Saouwy “tivo va (dpe oxs | 
+ oT 7 ’ bed Ps e hy 4 7 
ay, we Se pets rom oo vie 
iSdadnad boslt ‘bekays ifn sant 
oa . iE es ! ‘ = See; ae hy pe : ed “ 
& gS Yarrs oo wre ay wee 4 iis GRAF 
, 215 
emo) Hi ay iiss este. tang 40 
5 AE ; of SOS es RUG 
FLOR, - Oy Tay 4. trom arid dit be 
Paes aes 
ies} | (Te Sty pas Tahon ay anon a0% 
Reet (OL fae Lewe tvs oti ttn At ey 
Al r is ; re a 7 
Pik (Se bre untd nL Ens 
fae cs , Vi a Wee ie : a * 
~ i alii -_t- 
Sith ROO biirow oF sae 
. ' A be Sy AR ao a ysobiqs 
i i O08 ae of 
~~ 3) ‘ ‘ { OG 2onet i pent “OOS bone 
th . arte f he ae ay 
ay ; a ett ‘ es a 
vs sah Zanes ser: if ca ‘arbi, 49. 
x “ ¥ ae Sara i: eee x 
- ALC Datos Dek: od r83y. 3s. 
a Seay ls Sart : “i ici eas: 
ete! } i? 
ares. a 
seis . : ey Sum C Mes A 
| RTAT SAGE GaSENO'S a he 
eee PAL NG eabapecsnie Scie wl a Us amaee ip ; Pied } ie i} 
’ is viom a Tere SSN gUe wey. oat Ena 
ed i pe a ; Mies . 
/SEie 3 a oy cain VO Swe e 
; - ; : : Lees oh S is 4 a 
Soe ioe 4, | AoW: i 


, tae “Suarpaos woy b 


Le | ee 7) ont ay 


ANGUS, STONEHOUSE & CO. LTD. 333 
TORONTO, ONTARIO 


arrangement effective? 


MR. ANDERSON: It would be with the members 
of the Northwest Power Pool. 

MR. COMMISSIONER LADNER: That would be 
sufficient. Would you offer an opinion on this 
questions "does: &@ solution of your problem in reapece 
of these matters we have just been discussing depend 
upon the general Columbia River development program 
and the negotiations with the United States, say, 
Lake Mica Dam; can they be separated? 

MR. ANDERSON: Yes, we have this plant 
in and room for expansion and I think it is a pro- 
blem quite apart from the Columbia Basin situation. 

MR. COMMISSIONER LADNER: Do you think the 
Bonneville Power Administration would admit that? 

MR. ANDERSON: We have had discussions 
with the Bonneville Power Administration over the 
past two years and they agree with the situation. 

MR. COMMISSIONER LADNER: If this amend- 
ment were put through and some Long-term arrange- 
ment established, do you think your company would 
be ready to proceed with the third unit? 

MR. ANDERSON: Yes, on a load growth; we 
have to have a load for it and our load is really 
growing and no doubt some day we will have to have 
a consolidated unit. 

THE CHAIRMAN: Have you ever applied for 
a permit under the Exportation and Importation Act? 

MR. ANDERSON: Yes. 

THE CHAIRMAN: And you were turned down? 

MR. ANDERSON: ‘Yes. 

MR. COMMISSIONER LADNER: When was that 
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application? 

MR. FRERE: Prior to 1955; around 1954. 

MR. COMMISSIONER LADNER: There have been 
none in recent years? 

MR. FRERE: Not within the last three or 
four years. 

THE CHAIRMAN: Before we proceed with 
your brief, I wonder if it would not be wise to 
adjourn. This may get into some discussion and it 
may be better to have the discussion just when you 
read it. iI think the thing to do would be for us 
pomaadjourn until ce o'clock this afternoon, 


---Whereupon the hearing adjourned at 12.30 p.m. 
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---On resuming at 2.00 p.m. 


THE CHAIRMAN: Gentlemen, the Commission 
Will now resume its hearing. 

Mr. Frere, I think you were at Submission 
No, 2 av the bottom.of page 9, 1S that Prighna? 

MR. EFRERE: I think Mr. Patterson Nad sone- 
Cmiie co tive ftirscy, Mr. Chairman. 

MR, PATTERSON: I mentioned it to you 4 
moment ago, Mr. Frere, but we are not quite ready. 
There are certain of the matters we asked for from 
the Saskatchewan Government which I thought we would 
produce now but decided we should do so at “Che “end 
of this submission. Thank you. 

MR. FRERE: Before we proceed with Submis- 
gion No. 2, Mr. Chairman, I think it might be as well 
if Mr. Wadeson were to explain the interchange by 
the use of this graph, so I would ask Mr. Wadeson to 
explain the graph. 

MR. WADESON: Mr. Chairman, this is part 
of the technical discussion that we had planned to 
introduce later, but I think it might be quite 
appropriately related to a question that was asked 
this morning and that concerned the permanence or 
non-permanence in international contracts in relation 
to this interchange. 

To describe that pictorially, we have a 
graph in which she first month is not Visiol]e vo 
she audience, but it is August. Each of these 
divisions is a month, norizontally along the bottom 


of the scale, and it shows the period of August to 
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3 Vcc 

The vertical scale is in megawatts which, 
Dynweysorsiniormations dis 4,000rnkitowarteas 

The red line at. the top of the graph shows 
requirements for Cominco as to power in kilowatts, 
and the dotted line follows insa much more .wavy course, 
showing the capability of the Cominco system during 
this storage release period of August to April. 

For purposes of these calculations we have 
selected the worst storage release season of record. 
I think it is understandable that in our industrial 
and domestic commitments we are interested specifi- 
cally in firm power, that is, nower having a rate of 
100 per cent, regardless of the season of the year 
or water conditions, that we must be able to produce 
that power; so when we are making an aopraisal of 
our resource situation, we invariably take the most 
adverse water supply conditions that we have on 
record. 

Now, the part that is blocked out in blue 
here shows that we have, in the full month of August 
and! for the: first halfror September, a deficiency 
of power which amouncs, in theo worst condi tions vo 
about 250,000 kilowatts; quite a large amount. 

Now, even if it were possible to -makerar 
rangements with the United States at this time of 
the year, they have surplus power available, that 
is, on the main stem of the Columbia River, they 


1 


are spilling water, and that water could be passed 


through their turbines and generate power to fill 
in the deficiency that Cominco has. 


After the 15th of September they stop 
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Spilling on the main stem plant on the Columbia and 
Start to release storage and, obviously, as soon as 
they start to release on our tributary, then we 
have adequate or more than adequate water, and we 
would be able to repay them as indicated on this 
yellow block, which, by the way, is an exact equiva- 
lent number of kilowatt hours to this (indicating). 

Now, chat «is ta distinet Gnecentavesr ipeci 
to both companies to maintain any contractual agree- 
ments that were made with respect to this inter- 
change... because: in. the part of the wear when werare 
desperately short of power they have a surplus, and 
we are returning that to them after they have stop- 
ped spilling water. In other words, we are taking 
their secondary energy from the flood season and re- 
turning it to them in the prime power part of their 
seapon.e That, an iteelfieased sayy would meyeul- 
ficient incentive to maintain these contracts. 

Now, beyond that we have certain other 
arrangements that could be made along exactly simi- 
lar lines and still preserve a net interchange of 
zero at the end of the season which would give us 
additional benefits. If, after we had returned 
borrowings by this yellow section, which occurs 
roughly in the middle of November, we could continue 
to send our surplus here up to the end of December, 
which would place Canada in a credit condition as 
far as deliveries are concerned. Beyond that 
point, from the end of December until the end of 
March, the United States would then be in a position 


of returning the power that we had delivered to 


them in advance. 
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Now, there is another small amount of 
interchange at the end of the season but, for sim- 
piioiny, I will rtomic thas: 

The slenificance of this addlrionah anver- 
change at the end of the calendar year and at the 
beginning of the next year is that when the main stem 
plants towards the end of the calendar year require 
storage releases, they require them in rather heavy 
voLunes, “so that the storage ils upstream onytne 
Pend-d'Orielle River, the Flathead, the Hungry Horse 
and Albany Falls, and they release water in greater 
volume than we can take care of at our Waneta plant. 

We would generate to the full limit of 
our machine capability but, at the same time, there 
would be more than that and we would have to spill 
some. If we could have that excess water and reserve 
it for another part of the year, we would have 
generation where we wanted it in the early part of 
the next calendar year. However, the main stem plants 
must have that water at that timerso thav, aasvead of 
drawing it all from the upstream storage on the Pend- 
d'Orielle, we could draw some of it out of Kootenay 
face, and that’ we what this type of operation en- 
visages. 

th this: part’ of the year, we "<= drawing 
just eapeigh water from the American storage to. gen- 
erate at full capacity at our Waneta plant and we 
are supplementing this release by releases from 
the Kootenay plant. Later on, of course) the stor- 
age that has been conserved on the American side 
ig then released through the Waneta plant and, at 


the same time, we require some supplemental energy 
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from the United States, which is depicted by this 
purple line. That particular operation gives us an 
average advantage on both sides of the line of about 
12,000 kilowatts. That is, each country gains 
12,000 kilowatts by that co-operative type of opera- 
tion which would not otherwise be there. That is 
merely because we are putting the reserves to better 
use through that co-operative arrangement. I think 
those two items would supply sufficient incentive 

on both sides of the border not only to retain the 
physical. facilities of the proposed interconnection 
but also to show that we would continue co-operative 
relations that were made contractually. Thank you. 

THE CHAIRMAN: Thank you very much. 

MR. FRERE: Submission No. 2: This submis- 
sion is that, in proper instances and with adequate 
contractual arrangements for the protection of 
Canadian interests, the export of power be permitted. 

The Exportation of Power and Fluids and 
Importation of Gas Act is premised on situations 
that arose out of the development of the power poten- 
tial.of Niagara-Beile.ia 1907, and crystaliazed the 
podacy of ne farm commitment for the exportation 
of power, that licences should be on a surplus in- 
terruptible basis only, and that they would have to 
be renewed annually. 

It is submitted that the policy should be 
modified to take into account the fact that a large 
hydro-electric development, to be economic, should 
be able to dispose of its output when the power 
plant commences operation. Many hydro sites require 


plants much larger than Cinada's immediate require- 
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ments, and the plants are costly, so that every 
opportunity should be given to the plant operator 
to dispose of surplus power. Electric power can be 
transmitted now at much higher voltages, consequently, 
at much greater distances, than in 1907, but just as 
an the case of a petroleum or natural gas pipeline, 
the principal consideration in the construction and 
operation of a high-voltage transmission line is 
that sufficient power must be transported for such 
length of time as will permit the amortization of 
the costs of construction. The Company's submission 
is, therefore, that not only should export of power 
be permitted under proper circumstances, but, just 
as in the case of natural gas, it should be possible 
to obtain a licence to export power for twenty 
years, or for such time as 18 proper in Gh]e circu 
Sionces.. 
The Company does not advocate that any 

power should be permitted to be exported that is 
not surplus to Canada's requirements, but it does 
suggest that where there is a surplus of power the 
policy of the Government should be to permit its 
export provided there are adequate contractual 
arrangements for the protection of Canadian 
interests. Those arrangements, the Company submits, 
could be as follows: 

(a) The purchaser of the power would agree 
that the contract would terminate at a Lixed dave, 
and in the case of an increasing demand for power, 


that the contract would terminate within a time 


certain after the demand reaches a certain maxi- 


mum. 
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(0) The purchaser would agree that during the 
Mire, Of Che. contract and at the times and the rate 
agreed upon, the purchaser would instal thermal or 
other facilities to generate a quantity of power 
equivalent to the amount purchased, or make other 
arrangements for an equivalent supply, so that by 
the termination of the contract there would be no 
industrial activity or domestic consumption created 
in the purchaser's country which would be cut off 
from electric power. 

(c) If necessary, the contract should be rati- 
fied by Treaty So <8 [CO make ie recognized by the 
respective governments, as well as being an obliga- 
t10n..of, the, comtpactings parcies: 

It has been suggested in some quarters that 
the export of power will result in the Loss of indus— 
trial activity, and consequently of employment, in 
Canada. The same general statement may be made in 
respect of many basic commodities exported from 
Canada, but apparently it was not demonstrated to 
the Royal Commission on Canada's Economic Prospects 
that there were compelling reasons why the export of 
power should be prevented, while éxport .Or Ouner 
forms of energy and other commodities is permitted. 
It does not need to be emphasized that hydro- 
electric power is @ perpetual source of energy which 
cannot be stored, whereas all other forms of energy 
are wasting assets, the expors «of which reduces the 
amount available for the. furvres. 22 contractual 
arrangements similar to those mentioned are made 
a condition of xport, and only surplus power is 


exported which would be recaptured when ere were 
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some means of using it in Canada, those conditions 
would prevent any export of power which might re- 
sult in LOSS of sindustrial activityeineGanadas 
There would be no question then that present and 
foreseeable future requirements for hydro-electric 
power in Canada are fully taken care of before ex- 
port is permitted, which is the same basis as that 
followed in permitting the export of gas from Alber- 
ta. The Company would point out that while it has 
been denied the right. tov-export hydro-electric power, 
natural gas is being exported from southern Alberta 
to Montana, where it is available to the Company's 
eompetaitors in the production or game, andaisr deine 
exported from British Columbia into a pipeline in 
the Pacific Northwest United States from which 
natural gas is used by a competitor of the Company in 
the fertilizer industry. Also, it seems paradoxical 
that Canada is objecting to the United States cur- 
failane imports of one: form of energy, oil, while 
the Canadian Government has for years maintained 
a policy which has prevented the export! ofsanobner, 
non-wasting form of energy, hydro-electric power. 

THE CHAIRMAN: Mr.Frere, could you not 
use, from the other side of the border; the same 
reasoning with respect to the export of coal ~ Tron 
Canada? 

MR. FRERE: You mean, sir, with respect 
to the export of coal from the United States to 
Canada? 

THE CHAIRMAN: That is right. Is that 


not being used by Canada to compete with American 
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MR. FRERE: I believe so, sir, in Eastern 
Canada. 

THE CHAIRMAN: So it is the same market? 

MR. FRERE: The same market. 

The Royal Commission on Canada's Economic 

Prospects said in its preliminary report, in 1956: 

"In some part of the country, the efficient 
development of a large new project may require 
that it be designed to produce much more power 
than can be used immediately in the area of 
economic power transmission although the 
general growtm-of the area wi bbewequire: all 
the output over a period of years. Under 
these circumstances one possibility is to try, 
by low rates, to induce one of the relatively 
few industries that use very large amounts 
of power and for which power costs are there- 
fore a. very important factor... To locave an 
the area, The difficulty here, in .cevrled oF 
rapidly growing regions, is that such indus- 
tries typically add relatively little to the 
diversified economic strength or to the em- 
ployment opportunities of the region and 
permanently appropriate a large amount of 
power which a growing area will need for its 
own general expansion. In these circumstances 
there seems to be merit in permitting some 
part of the power from such a laree newopro- 
ject to be exported where possible at econ- 
omic rates for stated periods of years, 


| after which it would be made available in 


the area for Canadian use. In this way, 
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the interests of Canadian consumers, immediate 
and long term, would be properly protected. 
This would mean cheaper electricity to the 
general body of consumers immediately and a 
safeguarding of future electrical ‘supply for 
the diversified requirements of the region. 
TRIsS/poliey would 168, or comgree, Rapa, Te 
areas remote from settled centres where the 
development of hydro-electricity for indus- 
tries requiring very large amounts of power 
seems to be desirable from every point of 
view, or to areas far from the United States 


border.” 
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That situation has existed precisely in tne 
case of the Company. The éfficient development of 
the Pend-d'Orielle River required the production 
of more power than can be used immediately, al- 
though it is anticipated that eventually the Company's 
operations will require all the output. In 1954, 
the Company could have completed negotiations for 
the export and sale of power in the United States that 
would have realized suvstantial annual revenue. 
Negotiations were not completed because the Department 
of Trade and Commerce of Canada refused to recommend 
approval of an application for an export. seruir, ine 
opinion of the Department was that no further licences 
for the export of power from sources in the Columbia 
Basin should be authorized until a comprehensive 
engineering and economic study has determined how 
the power potential can best be developed. The 
project for export has thus been delayed for more 
than three years with a consequent loss of revenue 
to the Company, of trade from Canada to the United 
Svates, of at least. $6,000,000. /That revenue foal. 
of course, never be regained, because the water 


has gone over the dam. 


The Company respectfully submits, there- 
fore, that apart altogether from a recommendation 
that enabling legislation be passed excluding 
the interchange of power from the operation ope 
the Exportation of Power and Fluids and Importation 
of Gas Act, the Commission should ratify the recom- 


mendation of the Royal Commission on Canada's 


Economic Prospects regarding the export of power. 


THE CHAIRMAN: Mr. Frere, you speak of 


the export of gas. You are referring to the Montana 
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export into Canada. 

MR. FRERE: That is right 

THE CHAIRMAN: You say they are a com- 
petitor., You leave the inference to ve drawn that 
your Company is hurt through that. Would you go 
SO Wemasi tor say» that? 

MR. FRERE: I cannot say that positively, 
Pitas ALl we can say ds) that, gas. de Deine soldecuo 
the Anaconda Company which presumably replaces 
some other fuel, at a price I believe of 20¢ per 
MCF. We will have to pay more than that for gas 
ao Trail. 

I cannot say in using that gas in the 
development of zinc they are necessarily injuring 
our industry. It is just one of the Tacvors we 
have of a competitor that is able to get one of 
the constituents for manufacturing its products 
at probably a better price than we can buy the 
same product in Canada. 

That is not due altogether to the fact 
that the gas is imported to the United States. iG 
is partly geographical. We are farther away from 
Alberta than would be the Anaconda Company. 

THE CHAIRMAN: You and your associates 
have obviously given a lot of study to this: problem, 
would you feel on the export of energy or sources 
of energy from Canada that the end use of that 
export should be controlled from Canada? 

MR. FRERE: I would not like to go that 
far, sir. We believe in freedom of enterprise, 
freedom of initiative, and I think that would be 
exacting controls which we certainly would not 
care to see extended to other commodities. If you 


do that with energy you may say, why not do it with 
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everything that may be manufactured. 
| Coming back to your previous point, 
perhaps I can give a better example of net 
injury to our industry, the case where we feel 
a competitor of ours is in a fortunate position 
in respect of the use of natural gas at Pasco, 
Washington. It is on the Pacific Northwest 
Pipelines which goes from the southern United 
States to Seattle and Portland and also takes 
gas from British Columbia from the West Coast 
Transmission Company. 

At Pasco there is an ammonium plant 
which manufacturers ammonium from natural gas 
as a raw material, the same as we manufacture 
ae Calgary from natural gas. The price -oFf our 
natural gas at Calgary is approximately 15¢ 
per MCF. The centre of our market, our export 
market for ammonium and the fertilizer products 
of which ammonium is a constituent is approxi- 
mately at Pasco, Washington, where there is an 
ammonium plant. The cost of transporting a ton 
of ammonium from Calgary to Pasco is $24 in terms 
of natural gas. By the way, it takes 35,000 
cubic feet of natural gas to make one ton of 
ammonium so if you relate the cost of transporting 
ammonium from Calgary to Pasco in terms of natural 
gas, which would be 35,000 into $e4, you get 69¢ 
per MCF. Add the 69¢ to the 15¢ which we pay for 
gas at Calgary and you have a4 total cost of S4¢. 
At Pasco, from the best information we were avle 
to obtain, the company there pays 4O¢ per MCF 
for natural gas. In other words, they have a 


hug per MCF advantage over us at Calgary. 
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There again, I cannot say our Company 
is injured by that form of competition. So far 
We-have Deen ablerto sell all our produttecu omar 
Biwene peice of natural’ gasi goes’ up in: Alberta 
Lceearenerresacily appreciated that 1s one of Gur 
costs of manufacture and as our costs increase 
our competitive position becomes a little worse 
and so the circle in which we export our products 
centred around Pasco gradually gets drawn in. 

The higher our costs, the more difficult it is 
for us to market our products at a distance from 
the place of manufacture. 

MR. COMMISSIONER BRITNELL: That is 
assuming the cost of gas at Pasco does not go up 
tLovyour competitor. 

MR. FRERE: That is correct. 

THE CHAIRMAN: In spite of that terrific 
differential the ammonium plant is good and is 
something you would not want to get rid of and 
give away. 

MR. FRERE: Definitely not. I have not 
given that illustration as an alarming situation. 

THE CHAIRMAN: Coming back again to my 
question. I take it that you would not wish to 
see any control put on the end use of exported 
energy? 

MR. FRERE: I would say no. 

THE CHAIRMAN: That being so you are 
arguing for the export of electrical energy. 

MR. FRERE: That is right. 

THE CHAIRMAN: How do you know that at 


the other end of the line that energy will not be 
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used in an operation which is directly competitive 
with your own? 

MK. FRERE? It could “sé and, “of course, 
we would have to meet that situation just as we do 
ieee Gase Ol fatural pas: 

THE CHAIRMAN: It does seem, though, there 
is some area where you don't want to export a source 
of energy that will be utilized for the purpose of 
building up competition to Canadian industry. Is 
that not right? How can you prevent it? 

MR. FRERE: I think we can prevent it by 
virtue of the fact there is nothing to compel us 
op Seis “power? orenercy.. 

THE CHAIRMAN: You mean once you get an 
export permit you would cut it OLD. 

MR. FRERE: I would say if we found that 
there was an industry -- for instance, let us 
consider a simple case that we are permitted to 
export power that a competitor of ours comes to 
us and says we would like to buy some of your 
power and we knew they rove going to manufacture 
lead and zine and if they did we could not sell 
our own product, IL think we could say, We prefer 
not to sell you the power." 

THE CHAIRMAN: Would not the simple case 
pe that you would sell power across the line to 
another power company? 

MR. FRERE: That would be the ordinary 
course. 

THE CHAIRMAN: You surely have no con- 
trol whatsoever, in fact it loses its identity the 


minute it gets into a transmission line. 
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MR. FRERE: That normally would certainly 
be the case, 

THE CHAIRMAN: You could never cut it off 
if the export permit is for twenty years. You enter 
into a contract. It is twenty years. On an annual 
oasis it is another matter. 

MR. FRERE: I think I might come to the 
point even if we export power and it enters into 
the Northwest Power Pool the amount we would export 
would be relatively small. 

THE CHAIRMAN: We must not take a specific 
Cease, If it Is good for you it is g00d for the ves. 
of Canada. “I°don't mean that unkindly. if aig 
applied in*-one case’ it has tobe a policy. 

MR. FRERE: I quite appreciate as a matter 
of policy thatvemight ibe so, yet: Tluwould? hopeyeertainly 
in dealing with water power matters that they oe dealt 
with on individual cases rather than on a basis of 
overall policy. When we come to submission number 
4 in our brief that is one of the reasons why we 
feel there should not be a national authority which 
is likely to deal with the overall policy to the 
extent it is going to prejudice one section of he 
country as against the interests of another section 
of the country. 

THE CHAIRMAN: But with an overall 
authority that could advise and also regulate, there 
might ve able to be a thermal plant where you propose 
to put a hydro plant and utilize coal and give you 
just as cheap electricity. 


MR. FRERE: If it fitted into the overall 
operation of course there would be no objection to 


that. 
MR. ANDERSON: I would like to clarify that. 
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It seems to me there is one point in this vorief 
we have been talking avout the interchange of 
energy and the long-term situation. The export 
and sale of power is quite a different matter. I 
don't know that we are thinking in terms of a long- 
term contract for the actual sale of surplus energy. 

THE CHAIRMAN: I am not relating my remarks 
to you particularly or your brief. I am using you 
as a guinea pig to get some ideas and to pick your 
orains. I cannot distinguish in my mind at the 
moment that the interchange of power does not involve 
the export of power. 

MR. ANDERSON: At the expense of the 
Canadian resources? 

THE CHAIRMAN: I would not say at the 
expense of the Canadian resource necessaridy Aart 
is a commodity going across the international 
boundary and leaving its native jurisdiction. 

MR. ANDERSON: It could only go across 
PM ne: case, 

THE CHAIRMAN: It is all right 

MR.PATTERSON: Before we leave that subject, 
Mr. Chairman, in respect to the Pasco, Washington, 
plant, do you know the ownership of that plant? 

MR. FRERE: That is owned by Phillips 
Chemical Company. 

MR. PATTERSON: Your Company has no interest? 

MR. FRERE: Our Company has no interest. 

Me. Chairman, shall I proceed? 

THE CHAIRMAN: Yes, please. 

MR. FRERE: Submission No.3: The Company's 
third submission suggests that the Commission should 


recommend that the duty imposed on electric power 
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ANGUS, STONEHOUSE & CO. LTD. 3510 
exported from Canada be withdrawn, since no export 
duties are imposed on coal, oil or natural gas. 

Section 4 of the Exportation of Power and 
Fluids and Importation of Gas Act states that the 
Governor in Council may make regulations imposing 
export duties upon power exported from Canada. From 
the inception of the Electricity and Fluid Export- 
ation Act, in 1907, until 1955, the Governor in 
Council was empowered to impose duties not only 
upon power but also upon natural gas, petroleum 
and other fluids. When the present Act was re- 
vised in 1955, the Minister of Trade and Commerce 
at that time explained that while an export tax 
of 3/100 of a cent per kilowatt hour, or roughly 
$2.00 per horsepower per annum, had been imposed 
since 1925 on electricity exported, no tax had 
ever been levied on the export of gas or other fluids, 
and it was not the policy of the government to impose 
Ones 

If it is recognized that the export of 
electric power should be permitted, 4S was done by 
the Royal Commission on Canada's Economic Prospects, 
there would appear to be no valid reason why the 
export of that commodity should be discouraged by 
the impost of an export duty, when natural gas and 
other forms of energy are not suojected to a duty. 

It is submitted, therefore: 
(a) In the event of interchange of power, where 
the same quantity of power 1s returned as is borrowed, 
there should, of course, be no export duty levied 


pecause nothing has in the result been sent from 


Canada or sold. 


(23 That where electric power is exported no 
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iuty should be levied, vecause the safeguards re 
qQuisite for protection of Canadian interests are 
imposed by Statute and there should be no discrim- 
ination, such as presently exists, in levying a 
duty on one form of energy, electric power, bout not 


on another, such as natural gas. 
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Submission No. 4: The Royal Commission on 
Energy is empowered to make a recommendation concer- 
ning the extent of authority that might best be 
conferred on a national energy board to administer. 
The Company suggests that a National Energy Board 


dealing with such various forms of energy as petro- 


leum, natural gas, coal and electric power might 


be inclined to sacrifice the interests of one sec- 


tion of the country or-of one industry in order, ve 
establish a principle for the benefit of another 
section of the country or another industry. The 


establishment of a National Energy Board that would 


be empowered to administer an energy policy in such 
a manner that its permission would have to be 
sought, would only add to the complexities and de- 
lays that already must be encountered when dealing 
with the export of natural gas and power. 

The tendency of a National Energy Board 
would, of necessity, be to encroach on provincial 
autonomy, particularly of the western provinces. 


The production and sale of any form of energy can- 


not be unrelated to the distribution and marketing 
of the product. Individual initiative should not 
pe discouraged with policies that, in the guise of 
serving national interest, serve to tighten the 
veren Of Federal Government control and add to 
the multitude of regulatory agencies. 

The Company submits therefore that a 
National Energy Board, if established, should act 
only in an advisory capacity and should not be em- 


powered to assert any influence or authority that 
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would in any way detract from the rights of provin- 
cial governments to deal with provincial natural 
resources, and that the Royal Commission on Energy 
should recommend that the International River Im- 
provements Act should not be administered in such 
manner as to detract from those rights. 

MR. COMMISSTONER LADNER: May I ask a 
question, please? 

the .etiect.of- the, last, porticnich weur 
brier, as Lt understand it, 18 that the Nataonel 
Energy Board would not really be a regulatory board, 
it would be an advisory board advising the Govern- 
ment, is that what you meant? 

MR. FRERE: .Tnat is Pisho’ 

MR. COMMISSIONER LADNER: Then, who would 
actually grant the rights to an applicant whether it 
be. in respect of export of electricity or natural 
gas? 

MR, FRERE: That is, export from Canada to 
the United States? 

MR. COMMISSIONER LADNER: Yes. 

MR. FRERE: We would assume The Department 
of Trade and Commerce would continue to administer 
its present functions and an export permit would 
still be required from that Department. 

MR. COMMISSIONER LADNER: JI understand, 
then, you would prefer that a Government Depart- 
ment should carry out the functions of a regulatory 
nature and export licenses rather than a national 
board with some degree of finality? 

MR. FRERE: That is right. When you say 


"regulatory nature", we are thinking in terms of 
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The Drccent administration of the ket; thac wie. 
the same manner as aacelts administer it. 

THE CHAIRMAN: You are thinking in terms 
that such a board would delay matters and add to 
complications that already exist and further cause 
difficulties in the obtaining of such an expert per= 
mit, are you not? 

MR. FRERE: We feel that might be the case. 

THE CHAIRMAN: Yet, there 18° a -cercaim 
inconsistency where you say earlier in your brief 
that each one of these interchanges or exports or 
miatever you wish to call it, or either one; salt 
power should, in order to make everything really 
binding, be confirmed by Treaty, and I would think 
it would take far longer to get a Treaty through 
Congress and the Parliament of Canada than it would 
through any board established in Canada. 

MR. FRERE: I think we put that forward 
as a suggestion of something that might be done but 
not necessarily that should be done. We had in 
mind these four propositions that might be con- 
sidered for making a contract that could be termi- 
nated. 

THE CHAIRMAN: You are using it as a 
reason to indicate that one should not be afraid 
of what might occur by reason of breach of contract. 

MR, FRERE: That is right; Cat Ls our 
submission. That notice should be sufficient, but 
if those who have the final say in the matter con- 
sider it not sufficient, it could be completely 
covered bY ratification by Treaty. 


MR. COMMISSIONER LADNER: Would the 
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construction of Mica Dam have a beneficial effect 
on your company's operations where additional power 


is concerned? 


THE CHAIRMAN: Before you answer that ques- 


tion; Tor those of us who do not come from British 


Columbia, where is Mica Dam? 

MR. COMMISSIONER LADNER: Mica Dam is 
about 9e miles out of Revelstoke. 

MR. FRERE: I think Mr, Anderson might 


answer that. 


MR. ANDERSON: Mica Creek is just around 


mae COrnec 1 vom bie Bend: 

MR. COMMISSIONER LADNER: How far is Mica 
Creek down the watercourse to your operations in 
een? 

MR. WADESON: Roughly, 250 miles. 


THE CHAIRMAN: Ts Mica Creek a river or 


are you just damming a creek? 

MR. ANDERSON: Mica Creek is a river. 

MR. COMMISSIONER LADNER: If a dam were 
constructed there, would that aid the development of 


power that you require down in your area So that 


this complicated question, if it were such, of ar- 
rangement with the United States would not have 
to be made? 

MR. ANDERSON: I think I can say, to the 
contrary, it would be detrimental. What I was 
going to point out, if Mica Creek Dam is built and 
water is released which, by arrangement with the 
States or otherwise, goes across and can be used by 
a Canadian and American plant, they would not neces- 


sarily have to release water down the Pend-d'Orielle 
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at that time. 

MR. COMMISSIONER LADNER: Unless that was 
part of the arrangement. 

MR. ANDERSON: Unless there was such an 
arrangement. 

MR. COMMISSIONER LADNER: Could that be 
done to your advantage? Supposing you had an ar- 
rangement with Mica Dam as to the control and flow 
of the water,at the same time could an arrangement be 
made covering Pend-d'Orielle and the flow of water 
down Pend-d'Orielle? 

MR. ANDERSON: I think you could only do it 
Zeom electrical interconnections, 

THE CHAIRMAN: Is this matter presently 
before the International Joint Commission? Does Mica 
Creek come Into thatc? 

MR. ANDERSON: Yes. 

THE CHAIRMAN: Tt ae park. OF the Coimmbis 
River watershed? 

MR. COMMISSIONER LADNER: There has been 
an Engineering Board operating for eight or nine 
years. 

MR, ANDERSON: Yes, the International 
Engineering Board. 

MR. WADESON: IG isnot in my -provincesre 
say so, but I understand that report will be ready 
sometime in the Fall of this year, 

THE CHAIRMAN: With all due deference to 
my fellow Commissioners, let us not cross into the 
territory of the International Joint Commission. 

Do you have some further technical data 


you wanted to show the Commission? 
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MR. FRERE: There is one further matter Mr. 
Wadeson might explain that I think might be of inter- 
est to the Commission. 

MR. WADESON: It was in connection with the 
termination of contracts. In the case of actual ex- 
port, suppose our company had contracted to deliver 
certain quantities of power to some interest in the 
United States, I doubt that there would be any diffi- 
Culty an terminating Such a coneracc- Ory anvetfecc, 
recapturing that power for the’ bererit or “Canada. 
Possibly the chief reason is the point that nas been 
brought up before, that the system to which we would 
be exporting is, roughly, 20 times bigger than our 
own. 

MR. COMMISSIONER LADNER: That is the North- 
west Pool. 

MR. FRERE: That is right. That system is 
20 times bigger than ours. In addition to that, we 
would not contemplate selling in perpetuity, and we 
would have made contractual arrangements before that 
time with adequate notice. There is no difficulty 
at all about replacing it; it is merely a matter of 
the cost of replacing it. Currently, various 
interests in the Northwest Power Pool are reaching 
a stage where they must introduce a large base of 
thermal power into their system; so, if it were a 
Case of exploring a region and Looking” forex 
equivalent hydro site, we could foresee some diffi- 
eulty, bun Shae te nov the case any longer. Many 
of the replacements of energy within the next 20 
years must be thermal and it 18 a Matrer oF a two 


or three-year job to replace any power we would be 
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exporting by thermal. 

THE CHAIRMAN: The export of thermal power 
is by permit issued from Ottawa for eleckricity 
is fora year's duration, but if it is not going to 
be renewed, does it not provide for reasonable notice 
tO be given? 

MR. WADESON: I will have to refer that 
COMOUL SOL caitor, 

MR, frERE: My understanding, sir, 4s 
that it is merely a case of getting annual renewal 
of the license irrespective of what contractual terms 
you may have entered into. 

THE CHAIRMAN: Do you know, Dr. Hearn? 

DR. HEARN: My wmecollection is it te just 
an annual renewal. 

THE CHAIRMAN: I thought there was a pro- 
vision somewhere that in the event it was not renewed 
notice had to be given. 

DR. HEARN: I do not know; I do not remember. 
i have never pun Into. thet difficulty. 

MR, FRERE: section 7 of the regulation 
states: "(1) A licence to export power or oil shall 
terminate on the last day of March next following 
its effective date or on such earlier date of termina- 
tion as may be stated in the licence." 

In other words, a licence to export power 
or oil'terminates on the last day of March of each 
year. 

MR, PATTERSON: Mr. Chairman, so that we 
do not get into a legal argument, we had better 
take a look at the regulations, because sub-section 


8 has something, perhaps, to say on that. 
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THE CHAIRMAN: What does it say? 

MR. PATTERSON: "8, Subject to any “ex- 
tension of time that may be authorized by the Minis- 
ter, where the holder of a licence desires to renew 
his licence, he shall apply for a further licence 
not later than one month before the date of termina- 
boon Of Nis existing licence.” 

AS I read that I think the Minister is 
entitled to give some extension of time to these things, 

THE CHAIRMAN: Gentlemen, does that conclude 
what you wish to day? 

MR. FRERE: That completes our submission. 
Thank you very much. 

THE CHAIRMAN: Thank you very much, gentle- 
men, for coming to Regina to accommodate us, which 
you have done. I realize that and we are grateful. 
You have raised quite a number of points here, and I 
assure you we will do our best to give them the fair 
consideration that they all deserve. 

MR. FRERE: Thank you. 

MR. PATTERSON: Mr. Chairman, you will re- 
call we requested of the Province of Saskatchewan, 
tables on production under M.P.R. control expressing 
as a percentage the actual production as compared 
with possible control, and I now have a table from 


the Province in that regard. It could go in as 


R-17-3. 
-=-RXHIDI). NOwuhed (oo Tables of Production Under 


M.P.R. control compared 
with possible control. 


THE CHAIRMAN: Before adjourning, I would 


like, on behalf of the Commission and myself, to 
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express our appreciation to the people of Saskat- 
ehewan, the citizens Of Regina, for their many 
courtesies and kindnesses while we have been here, 
and particularly to Premier Douglas and Mr. Brockel- 
bank and other of his colleagues, Mr. Lee and Mr. 
Borrowman, for the arrangements that were made and 
the manner in which we have been made to feel at 
home in this place, and we are very grateful and 
we thank them all from the bottom of our hearts. 

1, believe «Mr. Parkinson, this terminates 
our hearings in Regina. 

MR. PARKINSON: That concludes our busi- 
ness in Regina. 

THE CHAIRMAN: The hearings in Regina of 
the Royal Commission on Energy are now concluded. 


-~-Whereupon the hearings adjourned at 3.00 p.m., 
to. be Pesumed in’ Vactvoria, B.C. om April, 21, +o5e. 
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